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CHAPTER I  
INTRODUCTION
" C a l l  i t  w ha t you may— g o d se n d ,  g am b le , n e c e s s a r y  
e v i l — l i f e  i n s u r a n c e  h a s  a  p e c u l i a r l y  im p o r t a n t  r o l e  t o  p l a y  
i n  th e  modern f a m i ly  s c e n e .  Where once a  s u c c e s s io n  o f  g r a n d ­
p a r e n t s ,  u n c l e s ,  c o u s i n s ,  and k i n f o l k  tw ic e  removed was r e a d y  
t o  s t a n d  i n  lo c o  p a r e n t i s ,  to d a y  a  t y p i c a l  f a m i ly  u n i t  can  
se ldom  lo o k  much beyond i t s  own h o u s e h o ld  f o r  econom ic  s e c ­
u r i t y  when th e  c h i e f  p r o v i d e r  d i e s , T h e  l o s s  o f  a  f a m i l y ' s  
p r im a ry  so u rc e  o f  income u s u a l l y  c r e a t e s  a  huge f i n a n c i a l  gap  
o n ly  p a r t i a l l y  b r id g e d  by  s o c i a l  s e c u r i t y  b e n e f i t s ,  s a v i n g s ,  
and i n v e s tm e n t s .  F a m i l i e s  t h a t  w ould n o t  r e s i g n  th e m s e lv e s  
t o  th e  r i s k  o f  h a r d s h i p  l e a v e  l i t t l e  c h o ic e  b u t  t o  i n s u r e  th e  
l i f e  o f  th e  b re a d w in n e r  h e a v i l y .
O b je c t iv e  o f  th e  P a p e r
For many y e a r s ,  t h e r e  h as  b e en  a  c o n t r o v e r s y  c o n c e r n ­
in g  two ty p e s  o f  l i f e  i n s u r a n c e  p o l i c i e s .  The two i n  q u e s t i o n  
a r e  whole l i f e  and te rm  i n s u r a n c e .  B ecause  te rm  in s u r a n c e  h as  
no s a v in g s  e le m e n t  and whole l i f e  d o e s ,  c r i t i c s  s a y  t h a t
E d i t o r s  o f  Consumer R e p o r t s ,  The Consumers U nion  
R e p o r t  on L i f e  I n s u r a n c e  (Mount V ernon , New York: Consumers
Union o f  U .S . ,  I n c . ,  1 9 7 2 ) ,  p .  I 3 .
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p u r c h a s in g  te rm  i n s u r a n c e  and i n v e s t i n g  t h e  d i f f e r e n c e ,  
would be more a d v a n ta g e o u s  t h a n  b u y in g  a  whole l i f e  p o l i c y .  
Ten o u t  o f  e l e v e n  l i f e  in s u r a n c e  a g e n t s  who have b e e n  i n t e r ­
v iew ed  f o r  t h i s  p a p e r  have c la im e d  t h a t  i n  th e  lo n g  r u n ,  
whole l i f e  would be s u p e r i o r  t o  te rm  i n s u r a n c e .  The o b j e c ­
t i v e  o f  t h i s  p a p e r  i s  t o  d e te rm in e  w hich  in s u r a n c e  p l a n  would 
be t h e  b e s t — b u y in g  whole l i f e  o r  te rm  in s u r a n c e  w i th  t h e  d i f ­
f e r e n c e  i n v e s t e d .
Scope and  R e se a rc h  P ro c e d u re
The t o p i c s  d i s c u s s e d  w i l l  i n c l u d e ,  (1 )  t h e  b a s i c  
p o l i c i e s  a v a i l a b l e  and th e  p r o v i s i o n s  in c lu d e d  w i t h i n  them ,
( 2 ) c o n t r o v e r s i a l  i s s u e s  d e a l i n g  w i th  c a s h  v a lu e s  and  th e  
v a r i o u s  fo rm s o f  n e t  c o s t i n g ,  ( 3 ) t h e  a g e n t ' s  p a r t  p la y e d  
i n  s e l l i n g  p a r t i c u l a r  p o l i c i e s ,  and  (4 )  f i n a l l y ,  a c t u a l  
c o m p a r iso n s  o f  whole l i f e  v e r s u s  te rm  in s u r a n c e  w i th  th e  
d i f f e r e n c e  i n v e s t e d  i n  a  s a v in g s  a c c o u n t  and  i n  m u tu a l  f u n d s .  
P u b l i c a t i o n s  from  v a r i o u s  i n s u r a n c e  co m pan ies  and p e r s o n a l  
i n t e r v i e w s  w i th  l i f e  in s u r a n c e  a g e n t s  have been  th e  p r im a ry  
s o u r c e s  o f  i n f o r m a t i o n  u se d  i n  t h i s  p a p e r .
2
The w ords " i n v e s t  th e  d i f f e r e n c e , "  f r e q u e n t l y  u se d  
i n  t h i s  p a p e r ,  r e f e r  t o  th e  e x c e s s  amount o f  premiums f o r  
w hole l i f e  i n s u r a n c e  a s  opposed  t o  te rm  i n s u r a n c e .
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CHAPTER I I  
THE BASIC LIFE INSURANCE PRINCIPLE
The l i f e  in s u r a n c e  p r i n c i p l e  i s  b a se d  on a c t u a r i a l  
c o m p u ta t io n s  w h ich  a r e  e x p la in e d  i n  t h i s  c h a p t e r .  Most o f  
t h e  h a z a r d s  t h a t  p e o p le  a r e  e x p o sed  t o  d a i l y  a r e  i n s i g n i f i ­
c a n t  and  in v o lv e  n e i t h e r  l o s s  o f  l i f e  n o r  s e r i o u s  f i n a n c i a l  
c o n s e q u e n c e s .  However, t h e r e  a r e  many common e v e n t s ,  su c h  
a s  f i r e s ,  t o r n a d o e s ,  a u to m o b i le  a c c i d e n t s ,  d i s e a s e s ,  and  
o t h e r s  t h a t  c au se  s e r i o u s  l o s s e s  w henever t h e y  o c c u r .  When 
t h e s e  d i s a s t e r s  r e s u l t  i n  th e  d e a th  o f  an  i n d i v i d u a l ,  t h e  
p o t e n t i a l  e a r n i n g s  f o r  h i s  lo v e d  o nes  a r e  l o s t  and  i f  he i s  
n o t  a d e q u a t e ly  i n s u r e d ,  h a r d s h i p  t o  h i s  f a m i ly  r e s u l t s .
Economic V alue o f  a  Human L i f e
The m ost fu n d a m e n ta l  o f  a l l  l i f e  in s u r a n c e  c o n c e p ts  
i s  t h e  i d e a  t h a t  a  human l i f e  h a s  econom ic v a l u e .  P re m a tu re  
d e a th  d e s t r o y s  t h e  p o t e n t i a l  e a r n i n g s  o f  a n  i n d i v i d u a l  and  
th e  c o n se q u e n c e s  o f  t h e  l o s s  f a l l  upon th o s e  p e r s o n s  who 
had depended  upon t h a t  p a r t i c u l a r  p e r s o n ' s  income s t r e a m  f o r  
s u p p o r t .  The m ost common ex am p les  o f  su c h  d e p e n d e n ts  a r e ,  
o f  c o u r s e ,  w iv e s  and c h i l d r e n .  D e a th  o f  t h e  b re a d w in n e r  
t e r m i n a t e s  th e  f a m i l y ' s  so u rc e  o f  incom e. I t  can  be s e e n  
t h a t  t h e  c o n t in u e d  e x i s t e n c e  o f  a  human l i f e  i s  o f  d i r e c t
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econom ic  b e n e f i t  t o  th o s e  who a r e  d e p e n d e n t  upon i t  f o r  s u p p o r t  
and t h e  d e a th  o f  an  i n d i v i d u a l  t e r m i n a t e s  su c h  s u p p o r t .  What, 
t h e n ,  i s  th e  e x a c t  m o n e ta ry  v a lu e  o f  a  human l i f e ?
W hile i t  i s  p o s s i b l e  t o  f o r m u la te  more com plex m eas­
u r e s ,  t h e  v a lu e  o f  human l i f e  am ounts  e s s e n t i a l l y  t o  th e  
p r e s e n t  v a lu e  o f  f u t u r e  e a r n i n g s .  T hus, i f  an  i n d i v i d u a l  a t  
age t h i r t y - f i v e  e a r n s  a  s a l a r y  o f  $ 1 0 , 0 0 0  e a c h  y e a r ,  he c an  
e x p e c t  t o  e a r n  a t  l e a s t  $ 3 0 0 , 0 0 0  b e f o r e  he r e t i r e s  a t  age 
s i x t y - f i v e .  C e r t a i n l y  t h i s  f i g u r e  w ould be a  b a re  minimum, 
s i n c e  he n o rm a l ly  would e x p e c t  s a l a r y  i n c r e a s e s  d u r i n g  t h i s  
p e r i o d  and  m ig h t  c o n c e iv a b ly  work p a s t  th e  age o f  s i x t y - f i v e .  
From t h e  s t a n d p o i n t  o f  a  d e p e n d e n t  f a m i ly ,  how ever, and  th e  
c o n c e p t  o f  p r e s e n t  w o r th ,  th e  f i g u r e  o f  $3 0 0 ,0 0 0  i s  to o  h i g h .
E ach  wage e a r n e r  m ust pay  t a x e s  and th e s e  o u t l a y s  
re d u c e  th e  amount o f  money d i r e c t l y  a v a i l a b l e  t o  th e  f a m i l y .  
E ach  wage e a r n e r  w i l l  spend  some money on h i m s e l f  f o r  su c h  
t h i n g s  a s  fo o d ,  c l o t h i n g  and o t h e r  i t e m s .  T h is ,  t o o ,  r e d u c e s  
th e  am ount o f  e a r n i n g s  d i r e c t l y  a v a i l a b l e  f o r  f a m i ly  s u p p o r t .  
Suppose t h e n ,  t h a t  th e  i n d i v i d u a l  w i th  e x p e c te d  f u t u r e  e a r n ­
in g s  o f  $ 3 0 0 ,0 0 0  and an  a n n u a l  s a l a r y  o f  $ 1 0 ,0 0 0  p a y s  $2 , 0 0 0  
i n  t a x e s  o f  a l l  t y p e s  a n d ,  i n  a d d i t i o n ,  sp e n d s  $1 , 0 0 0  a n n u a l l y  
on h i m s e l f .  The amount on w hich  th e  f a m i ly  i s  d e p e n d e n t  i s ,  
t h e n ,  $ 7 ,0 0 0 .^  The f u t u r e  e a r n i n g s  t h a t  would be l o s t  t o  t h e  
f a m i ly  s h o u ld  th e  wage e a r n e r  d i e ,  would be $2 1 0 ,0 0 0  ( $ 7 , 0 0 0  
t im e s  30 y e a r s ) .  T h is  f i g u r e  o f  $210 ,0 00  s h o u ld  be r e f i n e d
J .  D. Hammond and A r th u r  L. W il l ia m s ,  E s s e n t i a l s  o f  
L i f e  I n s u r a n c e  (G len v iew , 1 1 1 . 1 S c o t t ,  Foreman and  Company,
1 9 0 8 ) ,  p .  2 .
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e v en  f u r t h e r  th r o u g h  th e  u se  o f  i n t e r e s t  and  p r e s e n t  v a l u e s  
b e c a u se  i t  r e p r e s e n t s  an  u n r e a l i s t i c  p i c t u r e  o f  a  human l i f e  
v a l u e .
I n  o r d e r  t o  f i n d  o u t  e x a c t l y  w ha t th e  human l i f e  v a lu e
r e p r e s e n t s ,  p r e s e n t  v a lu e  m ethods s h o u ld  be u s e d .  The p r e s e n t
v a lu e  o f  an  a n n u i t y  s h o u ld  be u se d  w henever one w a n ts  t o  f i n d
o u t  t h e  n e t  w o r th  o f  a  f i x e d  income f o r  a  s p e c i f i e d  number o f
y e a r s .  I n  t h i s  c a s e ,  th e  i n t e r e s t  f a c t o r  f o r  a  t h i r t y  y e a r ,
k p e r c e n t  a n n u i t y  i s  fo und  t o  be 1 7 . 2 9 2 . M u l t ip ly in g  t h i s
f a c t o r  by  th e  $7»000 a n n u a l  in com e, g i v e s  $ 1 2 1 ,0 ^ 4 .  The
p r e s e n t  v a lu e  o f  an  a n n u i t y  i s  p r e s e n t e d  b e lo w .^
An = R X IF
An = $ 7 ,0 0 0  X 1 7 . 2 9 2
An = $ 1 2 1 ,0 4 4
The p r e s e n t  v a lu e  o f  an  a n n u i t y  fo rm u la  c e r t a i n l y  
h a s  a  d r a s t i c  e f f e c t  on th e  o r i g i n a l  $ 2 1 0 ,0 0 0 ,  b u t  i t  d o es  
r e p r e s e n t  a  more r e a l i s t i c  p i c t u r e  o f  th e  human l i f e  v a lu e  
f o r  a  p a r t i c u l a r  wage e a r n e r .  T h is  v a lu e  i s  l o s t  upon th e  
d e a th  o f  th e  wage e a r n e r .  So i t  i s  th e  pu rp o se  o f  l i f e  
i n s u r a n c e  t o  re d u c e  th e  f i n a n c i a l  b u rd e n  o f  d e a th  f o r  o n e ' s  
d e p e n d e n ts  by r e p l a c i n g ,  a t  l e a s t  i n  p a r t ,  t h e  l o s t  e a r n i n g s  
w h ich  w ould  have been  r e c e i v e d  had an  i n d i v i d u a l  c o n t in u e d  
t o  l i v e . ^
2
J .  F re d  W eston and  Eugene F . B righam , M a n a g e r ia l  
F in a n ce  ( 3 r d  e d . ;  New York; H o l t ,  R h i n e h a r t  and W in s to n ,
1 9 6 9 ) ,  p .  8 2 1 .
p .  2,
^ I b i d . ,  p .  1 5 0 .
^Hammond and W il l ia m s ,  E s s e n t i a l s  o f  L i f e  I n s u r a n c e .
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I n f l a t i o n  E f f e c t s  on L i f e  I n s u r a n c e  P ro c e e d s
I f  one p l a n s  t o  u se  a  l i f e  i n s u r a n c e  p o l i c y  a s  a n  
in v e s tm e n t  he m igh t f i n d  t h a t  i t  would  p ro v e  to  be a  p o o r  
one i f  u s e d  a l o n e ,  s in c e  i n f l a t i o n  t e n d s  t o  have a n  a d v e r s e  
e f f e c t  on l i f e  in s u r a n c e  p r o c e e d s .  H i s t o r i c a l l y ,  money h a s  
b een  a  bad  i n v e s tm e n t ,  and i t  i s  u n r e a l i s t i c  t o  assume t h a t  
p r e s e n t  c u r r e n c y  w i l l  do w hat no c u r r e n c y  i n  h i s t o r y  h a s  
e v e r  do n e— r e t a i n  i t s  r e a l  v a lu e  i n  p u r c h a s in g  pow er. The 
P h o en ix  M utual L i f e  I n s u r a n c e  Company a d v e r t i s e m e n t s  p i c t u r ­
in g  a  man s i t t i n g  i n  a  b o a t  f i s h i n g  a r e  f a m i l i a r .  I n  t h e  
" b a l l o o n "  above h i s  h e a d ,  i t  o r i g i n a l l y  r e a d ,  "How I  r e t i r e d  
on $100 p e r  m o n th ."  L a t e r ,  t h e  f i g u r e  became $150 , $200 , 
$250  and t h e n  $ 3 0 0 .^  These a d v e r t i s e m e n t s  t e l l  o n e ,  a s  
d r a m a t i c a l l y  a s  p o s s i b l e ,  t h e  s t o r y  o f  i n f l a t i o n  and  i t s  
e f f e c t  upon  th e  m i l l i o n s  who p l a c e d  t h e i r  c o n f id e n c e  i n  
som eone’ s  p ro m ise  t o  d e l i v e r  a  f i x e d  number o f  d o l l a r s  a t  
some d a te  i n  th e  f u t u r e .  What h a s  become o f  th e  e a r l y  p u r ­
c h a s e r s  who p a id  th e  premiums f o r  y e a r s  on a  p o l i c y  t h a t  
would pay  them $100 p e r  month? For c e r t a i n ,  th e y  a r e  n o t  
s i t t i n g  i n  t h a t  P h o en ix  ro w b o a t  i n  c a r e f r e e  r e t i r e m e n t ,  t h e y  
a r e  p r o b a b ly  w ork ing  a t  odd jo b s  t r y i n g  to  keep  g o in g  o r  
r e l y i n g  m o s t ly  on s o c i a l  s e c u r i t y  b e n e f i t s  i n  o r d e r  t o  s u r ­
v i v e .  The g r e a t  f o r t u n e s  i n  A m erica  were n o t  b u i l t  th r o u g h  
a c c u m u la t io n  o f  money i n  s a v in g s  a c c o u n t s ,  i n  l i f e  i n s u r a n c e
■^Norman F . D acey , Dace y on M utual Funds (New York: 
Crown P u b l i s h e r s ,  I n c . ,  1 9 7 0 ) ,  p .  9»
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endow m ents, o r  c a s h  v a l u e s  r e s u l t i n g  from  whole l i f e  p o l i c i e s .  
They were b u i l t  by  i n v e s tm e n t s  r e f l e c t i n g  c u r r e n t  e a r n i n g s ,  
n o t  i n t e r e s t .  I n v e s tm e n t ,  w h e th e r  i t  be by p u r c h a s in g  r e a l  
e s t a t e ,  s t o c k  o r  c o m m o d itie s ,  i s  a  good hedge a g a i n s t  i n f l a ­
t i o n .
How Premiums Are C a lc u l a t e d
I n s u r a n c e  i s  a  means o f  e l i m i n a t i n g  o r  r e d u c i n g  th e  
f i n a n c i a l  b u rd e n  o f  u n t im e ly  d e a th s  by d i v i d i n g  th e  c u r r e n t  
l o s s e s  among many i n d i v i d u a l s .  A s im p le  exam ple i n v o l v i n g  
f i r e  i n s u r a n c e  may h e lp  i l l u s t r a t e  th e  p r i n c i p l e  c o n c e r n in g  
how l i f e  i n s u r a n c e  premiums a r e  c a l c u l a t e d .  Of c o u r s e ,  
t h e r e  i s  a  b i g  d i f f e r e n c e  be tw een  f i r e  in s u r a n c e  and l i f e  
in s u r a n c e  t h a t  m ust be u n d e r s t o o d .  T h is  d i f f e r e n c e  i s  t h a t  
n o t  e v e r y  house  w i l l  b u rn  n o r  i s  i t  known w hich  house  w i l l  
b u rn  n e x t ,  b u t  w hat i s  p r e t t y  w e l l  c a l c u l a t e d  by th e  s t a t i s ­
t i c i a n s  i s  a p p r o x im a te ly  how many w i l l  b u rn .  C o n c e rn in g  l i f e  
i n s u r a n c e ,  i t  i s  f o r  c e r t a i n  t h a t  ev e ry o n e  w i l l  d ie  som etim e, 
th e  q u e s t i o n  i s —when c an  one e x p e c t  a  p e r s o n  to  d i e ?  So i t  
i s  t h i s  m a t t e r  o f  u n c e r t a i n t y  t h a t  p r o v i d e s  th e  m ain d i f f e r ­
ence  b e tw ee n  f i r e  i n s u r a n c e  and  l i f e  i n s u r a n c e ,  b u t  th e  p r i n ­
c i p l e  r e m a in s  th e  same.
L e t  i t  be assum ed , t h a t  i n  a  c e r t a i n  com m unity, t h e r e  
a r e  1 , 0 0 0  homes e a c h  w o r th  $ 1 0 ,0 0 0  and t h a t ,  ju d g in g  by p a s t  
e x p e r i e n c e ,  an  a v e ra g e  o f  one house  w i l l  b u r n  e a c h  y e a r .  L e t  
i t  be assum ed a l s o  t h a t  e a c h  homeowner a g r e e s  t o  c o n t r i b u t e  
$10  p e r  y e a r  t o  a  common fu n d ,  from  w hich  re im b u rse m e n t  w i l l
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be made e a c h  y e a r  t o  th e  i n d i v i d u a l  whose house  b u r n s .  O bvi­
o u s l y ,  t h e n ,  no i n d i v i d u a l  c o n c e rn e d  w i l l  l o s e  more t h a n  $ 1 0 , 
a l t h o u g h  t h a t  much l o s s  i s  c e r t a i n  i f  p a s t  e x p e r i e n c e  i s  
r e p e a t e d .  The r i s k ,  i n s o f a r  a s  a  m a jo r  f i n a n c i a l  l o s s  i s  
c o n c e rn e d ,  w i l l  have been  e l i m i n a t e d ,  b e c a u se  e a c h  i n d i v i d u a l  
knows t h a t  a n n u a l  f i r e  l o s s e s  w i l l  c o s t  him o n ly  $10  p l u s  a  
c h a rg e  f o r  th e  o p e r a t i n g  e x p e n s e s  in v o lv e d ,  even  i f  h i s  house  
i s  t h e  one t h a t  b u r n s .
The p r i n c i p l e  i l l u s t r a t e d  above may be a p p l i e d  t o  t h e  
l i v e s  o f  human b e in g s .  From r e c o r d s  c o v e r in g  many y e a r s  and  
i n c l u d i n g  m i l l i o n s  o f  l i v e s ,  m o r t a l i t y  t a b l e s  have b e en  p r e ­
p a re d  show ing th e  number i n  v a r i o u s  age g ro u p s  d y in g  d u r in g  
any  y e a r .  D u r in g  th e  l a t e  1 9 4 0 's  and e a r l y  1 9 5 0 's ,  t h e  l i f e  
i n s u r a n c e  i n d u s t r y  d e v e lo p e d  and ap p ro v ed  a n  u p - t o - d a t e  mor­
t a l i t y  t a b l e  known a s  th e  C om m issioners  1958 S ta n d a r d  O rd in a ry  
M o r t a l i t y  T a b le .^
The 1958  CSC T a b le ,  p r e s e n t e d  i n  Appendix I ,  i s  b a se d  
on t e n  m i l l i o n  l i v e  b i r t h s  and f o l lo w s  t h e s e  th ro u g h  e a c h  
y e a r  o f  t h e i r  l i v e s  t o  age n i n e t y - n i n e .  The t a b l e  h a s  b een  
a u t h o r i z e d  by a l l  S t a t e  l e g i s l a t u r e s ,  h a s  been  a d o p te d  f o r  
a c t u a r i a l  c a l c u l a t i o n s  by many m ajo r  co m p an ie s ,  and  became 
m an d a to ry  f o r  a l l  s t a t e s  on J a n u a r y  1 ,  1 9 6 6 . ^  R e f e r r i n g  t o  
A ppendix  I ,  i t  c an  be s e e n  t h a t  f o r  a  l a r g e  g ro u p  o f  i n d i v i d u a l s
E d i t o r i a l  S t a f f  o f  th e  A m erican  I n s t i t u t e  f o r  E cono­
mic R e s e a rc h ,  L i f e  I n s u r a n c e  from  th e  B u y e r 's  P o i n t  o f  V iew. 
Econom ic E d u c a t io n  B u l l e t i n ,  V o l .  X I, No. 6 ( G r e a t B a r r i n g t o n ,  
M a s s a c h u s e t t s ;  A m erican  I n s t i t u t e  o f  Economic R e s e a r c h ,  1 9 7 I ) ,
p .  2 ,
? I b i d .
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o f  a  c e r t a i n  a g e ,  th e  t h e o r e t i c a l  number t h a t  w i l l  d i e  d u r in g  
any y e a r ,  can  be d e te r m in e d .  For ex am ple , i t  i s  shown i n  th e  
t a b l e  t h a t ,  o f  th e  t e n  m i l l i o n  p e r s o n s  o r i g i n a l l y  i n c l u d e d ,  
9 , 5 0 0 , 1 1 8  a r e  s t i l l  l i v i n g  a t  t h e i r  t w e n t y - n i n t h  b i r t h d a y .
Of t h i s  num ber, 1 9 , 7 6 0  a r e  e x p e c te d  t o  d ie  b e f o r e  a t t a i n i n g  
age t h i r t y ,  and a t  age n i n e t y - n i n e  o n ly  6 ,4 1 5  o f  them  w i l l  
s t i l l  be l i v i n g .
L e t  i t  be assum ed t h a t  100 ,000  p e o p le ,  a l l  tw e n ty -  
n in e  y e a r s  o f  a g e ,  w ish  t o  c o n t r i b u t e  a  s u f f i c i e n t  amount t o  
a  common fu n d  e a c h  y e a r  so  t h a t  $ 1 ,0 0 0  c an  be p a id  t o  t h e  
d e p e n d e n ts  o f  e a c h  member d y in g  d u r in g  th e  y e a r .  A g la n c e  a t  
th e  t a b l e  r e v e a l s  t h a t  th e  d e a th  r a t e  a t  age  tw e n ty - n in e  i s  
2 . 0 8  p e r  th o u s a n d ,  t h e r e f o r e  208 members o f  th e  g ro u p  p r o b ­
a b ly  w i l l  d ie  d u r in g  th e  y e a r .  T hus, e a c h  o f  th e  1 0 0 ,0 0 0  
members m ust c o n t r i b u t e  $ 2 .0 8  a t  th e  b e g in n in g  o f  th e  y e a r  
i n  o r d e r  t o  p ro v id e  $ 1 , 0 0 0  f o r  th e  d e p e n d e n ts  o f  e a c h  o f  th e  
208 who p r o b a b ly  w i l l  d i e  b e f o r e  th e  end o f  th e  y e a r .  I f  t h e  
s u r v i v o r s  d e s i r e  t o  c o n t in u e  th e  a r r a n g e m e n ts  th e  f o l lo w in g  
y e a r ,  e a c h  o f  th e  r e m a in in g  9 9 , 79% members a l i v e  a t  t h e  b e g i n ­
n in g  o f  th e  n e x t  y e a r  m ust c o n t r i b u t e  $ 2 . 1 3  i n  o r d e r  t o  p r o ­
t e c t  th e  d e p e n d e n ts  o f  th e  213  i n d i v i d u a l s  i n  th e  g ro u p  who 
p r o b a b ly  w i l l  d ie  d u r in g  th e  y e a r .  These c o s t s  w ould  be 
s l i g h t l y  h i g h e r  due t o  th e  amount t h a t  m ust be c o n t r i b u t e d  
t o  a  c o n t in g e n c y  r e s e r v e  o r  s u r p l u s .  T h is  s u r p l u s  c o n s i s t s  
o f  th e  e x c e s s  o f  th e  com p an y 's  a s s e t s  o v e r  i t s  r e q u i r e d  
r e s e r v e s  and o t h e r  o b l i g a t i o n s .  I t  i s  r e t a i n e d  t o  p ro v id e  
p r o t e c t i o n  a g a i n s t  p o s s i b l e  a s s e t  f l u c t u a t i o n ,  a d v e r s e
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m o r t a l i t y  f l u c t u a t i o n s  and o t h e r  u n f o r e s e e n  c o n t i n g e n c i e s .
The c o s t  t o  t h e  s u r v i v i n g  members w i l l ,  o f  c o u r s e ,  i n c r e a s e  
e a c h  y e a r  b e c a u se  th e  d e a th  r a t e  i n c r e a s e s  a s  th e  g ro u p  
grow s o l d e r .  The c o s t  o f  t h i s  a r ra n g e m e n t  e v e n t u a l l y  w ould 
become p r o h i b i t i v e  f o r  th e  s u r v i v o r s  i f  t h e y  c o n t in u e  t o  
n eed  i n s u r a n c e .  T h e r e f o r e ,  f o r  th o s e  who have r e a s o n  t o  
c o n t in u e  in s u r a n c e  d u r i n g  t h e i r  l a t e r  y e a r s ,  some o t h e r  
method o f  f i n a n c i n g  th e  i n s u r a n c e  p l a n  i s  d e s i r a b l e .
The L e v e l  Premium Method
The l e v e l  premium method o f  paym ent m ee ts  th e  above 
r e q u i r e m e n t .  The amount o f  premium i s  e s t a b l i s h e d  when th e  
p o l i c y  i s  p u rc h a s e d ,  and th e  premium re m a in s  c o n s t a n t  t h e r e ­
a f t e r .  More t h a n  th e  c o s t  o f  m e e tin g  d e a t h  b e n e f i t s  i s  p a id  
d u r in g  th e  e a r l y  y e a r s  o f  t h e  p o l i c y  i n  o r d e r  t o  a c c u m u la te  
a  " r e s e r v e "  f o r  th e  l a t e r  y e a r s .  P e rh a p s  t h e  r e l a t i o n s h i p s  
in v o lv e d  w i l l  be e a s i e r  t o  u n d e r s t a n d  i f  a  s p e c i f i c  exam ple 
i s  g i v e n .  Assume t h a t  th e  1 0 ,0 0 0  i n d i v i d u a l s  t h i r t y - f i v e  
y e a r s  o f  age a r e  t o  be i n s u r e d  f o r  $1 , 0 0 0  e a c h  f o r  a  p e r i o d  
o f  f i v e  y e a r s .  T ab le  1 h a s  b e e n  com puted from  th e  GSO Mor­
t a l i t y  T ab le  i n  A ppendix  I .
I f  t h e  premium i s  t o  re m a in  c o n s t a n t  th ro u g h o u t  th e  
f i r s t  f i v e  y e a r  p e r i o d ,  more t h a n  enough t o  pay t h e  d e a th  
c la im s  m ust be c o l l e c t e d  d u r in g  th e  f i r s t  two o r  t h r e e  y e a r s ,  
b e c a u se  th e  number o f  d e a th s  i n c r e a s e s  w h i le  th e  number s t i l l  
l i v i n g  (and  p a y in g  t h e  prem ium s) d e c r e a s e s  e a c h  y e a r .  A t o t a l  
o f  144 i n d i v i d u a l s  a r e  e x p e c te d  t o  d ie  d u r in g  th e  f i v e  y e a r
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p e r i o d ,  t h e r e f o r e ,  th e  b e n e f i t s  p a id  w i l l  be $ 1 4 4 ,0 0 0 .  D u rin g  
t h a t  t im e ,  4 9 , 7 2 9  premium paym ents  w i l l  be made. T h is  i s  th e  
sum o f  th e  number l i v i n g  a t  th e  b e g in n in g  o f  e a c h  y e a r  a s  
shown i n  t h e  seco n d  column o f  T ab le  1 . T h e r e f o r e ,  a n  a n n u a l  
premium o f  $2 . 9 0  ($ 1 4 4 ,0 0 0  d i v id e d  by  4 9 ,7 2 9 )  f o r  e a c h  p e r s o n ,  
w ould p ro v id e  fu n d s  t o  pay  t h e  b e n e f i c i a r i e s  o f  t h o s e  who d ie d  
d u r i n g  t h e  f i v e  y e a r  p e r i o d .  The l e v e l  premium i s  h i g h e r  t h a n  
th e  y e a r - t o - y e a r  premium ( a c t u a l  c o s t  o f  i n s u r a n c e )  f o r  t h e  
f i r s t  t h r e e  y e a r s ,  w hich  w ould be $ 2 . 5 1 , $ 2 .6 4  and  $ 2 .8 0 ,  b u t  
i s  lo w e r  t h a n  su c h  premiums f o r  th e  l a s t  two y e a r s ,  w h ich  
w ould be $ 3 . 0 1  and $ 3 . 2 5 .
TABLE 1
A COMPUTATION BASED ON THE 1958 030 
MORTALITY TABLE FOR AGES 3^ TO 39
Number L iv in g  At Number Dying
A t t a i n e d  Age B e g in n in g  Of Y ear D u r in g  Year
35 1 0 , 0 0 0 26
36 9 , 9 7 4 27
37 9 ,9 4 7 28
38 9 ,9 1 9 30
39 9 , 8 8 9 33
S o u rce  » Economic E d u c a t i o n a l  B u l l e t i n ,  L i f e  I n s u r a n c e
From th e  B u y e r 's  P o i n t  o f  V iew , ( M a s s a c h u s e t t s *  
A m erican  I n s t i t u t e  f o r  Economic R e s e a r c h ) ,  p .  4 .
S e v e r a l  o t h e r  f a c t o r s  a r e  c o n s i d e r e d  when com p u tin g  
prem ium s. The s u r p l u s  fu n d s  o f  an  i n s u r a n c e  company a r e  
i n v e s t e d ,  t h e r e f o r e ,  th e  company assum es t h a t  th e  prem ium s 
p a id  w i l l  e a r n  an  i n t e r e s t  r e t u r n  u n t i l  t h e  fu n d s  a r e  p a id
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a s  c l a i m s .  For ex am p le , i f  one assum es  from  th e  d a t a  p r e ­
s e n t e d  i n  T ab le  1 t h a t  th e  e x c e s s  fu n d s  w ould e a r n  3 . 5  p e r ­
c e n t  i n t e r e s t  and t h a t  th e  d e a t h s  d u r in g  e a c h  y e a r  a r e  e v e n ly  
d i s t r i b u t e d  th r o u g h o u t  th e  y e a r ,  t h e  a n n u a l  n e t  premium would 
be $ 2 .8 0  f o r  e a c h  p e r s o n .  A ls o ,  a n  a l lo w a n c e  f o r  a c q u i s i ­
t i o n  c o s t s  ( a g e n t ' s  com m iss ion , c o s t  o f  m e d ic a l  e x am in a ­
t i o n ,  and  th e  ex p en se  o f  i n i t i a t i n g  th e  n e c e s s a r y  r e c o r d s  
and i s s u i n g  t h e  p o l i c y )  a s  w e l l  a s  a d m i n i s t r a t i v e  e x p e n s e s  
m ust be p a id  by th e  p o l i c y h o l d e r s .  These c o s t s  would be 
p a id  i n  t h e  fo rm  o f  lo w e r  o r  no c a s h  v a l u e s  i n  th e  e a r l y  
y e a r s  o f  th e  c o n t r a c t .  However, t h e  b a s i c  p r i n c i p l e s  o f  
l e v e l  premium in s u r a n c e  re m a in  a s  d e s c r i b e d .
^ I b i d . .  p .  4 .
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CHAPTER I I I
TYPES OF INSURANCE POLICIES MOST COMMON TODAY
A lth o u g h  th e  b a s i c  p r i n c i p l e s  o f  l i f e  i n s u r a n c e  a r e  
r e l a t i v e l y  s im p le ,  t h e  d i f f e r e n t  t y p e s  o f  p o l i c i e s  t h a t  a r e  
i s s u e d  may be c o n f u s in g .  Many com panies  s e e k  to  a t t r a c t  
p o l i c y h o l d e r s  by o f f e r i n g  a p p a r e n t l y  new and u n u s u a l  t y p e s  
o f  p o l i c i e s ,  and i n  some i n s t a n c e s  a n  i n d i v i d u a l  may u n w is e ly  
buy " g a d g e t s "  r a t h e r  t h a n  p r o t e c t i o n .  As a  r e s u l t ,  t h e  i n ­
s u r e d  may c o l l e c t  a  v a r i e d  a s s o r t m e n t  o f  p o l i c i e s ,  p u rc h a s e d  
from  t im e  t o  t im e  a s  h i s  s a l e s  r e s i s t a n c e  i s  lo w e re d  o r  when 
a n  a g e n t ' s  c a l l  happens  t o  c o in c id e  w i th  t h e  a r r i v a l  o f  th e  
m o n th ly  pay  c h e c k .  The more common ty p e s  o f  l i f e  i n s u r a n c e  
and p u rp o s e s  f o r  w hich  e a c h  ty p e  i s  b e s t  s u i t e d  a r e  a n a ly z e d  
i n  t h i s  c h a p t e r .  B a s i c a l l y ,  t h e r e  a re  two ty p e s  o f  l i f e  
i n s u r a n c e ,  te rm  in s u r a n c e  o r  te rm  i n s u r a n c e  i n  c o n j u n c t i o n  
w i t h  c a s h  v a l u e s  su c h  a s  whole l i f e . ^
P r i n c i p l e s  o f  Term I n s u r a n c e
The te rm  in s u r a n c e  p o l i c y h o l d e r  i s  i n s u r e d  f o r  a  
c e r t a i n  p e r i o d  o n ly ,  u s u a l l y  from  one t o  tw e n ty  y e a r s .  Many
^Norman F. D acey, W h a t 's  Wrong W ith Your L i f e  I n s u r a n c e . 
(London* C o l l i e r - M a c M i l la n  L t d . , I 9 6 3 ) ,  P» 142.
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com panies i s s u e  in s u r a n c e  t h a t  r e m a in s  i n  f o r c e  u n t i l  t h e  
p o l i c y h o l d e r  r e a c h e s  a  s p e c i f i c  a g e ,  su ch  a s  s i x t y - f i v e  o r  
s e v e n t y .  The premium f o r  te rm  in s u r a n c e  i s  b a se d  on th e  
p o l i c y h o l d e r ' s  p r o b a b i l i t y  o f  d y in g  d u r in g  th e  p e r i o d  t h a t  
he i s  t o  be i n s u r e d .  The in s u r a n c e  i s  a u t o m a t i c a l l y  d i s ­
c o n t in u e d  a t  t h e  end o f  th e  te rm ;  a n d ,  i f  t h e  p o l i c y  i s  
renew ed o r  a n o th e r  te r ra  p o l i c y  i s s u e d  t o  r e p l a c e  i t ,  a  h i g h e r  
premium i s  c h a rg e d  b e ca u se  t h e  p r o b a b i l i t y  o f  t h e  p o l i c y h o l d e r  
d y in g  d u r in g  t h i s  p e r io d  i s  g r e a t e r  due t o  h i s  i n c r e a s e d  a g e .
The r e s e r v e  a c c u m u la te d  by th e  i n s u r e r  f o r  a  te rm  
p o l i c y  i n c r e a s e s  d u r in g  th e  e a r l i e r  y e a r s  o f  th e  p o l i c y  b u t  
d im in i s h e s  a s  th e  end o f  th e  te rm  a p p ro a c h e s .  The amount o f  
th e  r e s e r v e  a t  any  t im e  i s  s m a l l ,  how ever, b e ca u se  th e  i n s u r ­
ance  i s  t o  r e m a in  i n  f o r c e  o n ly  f o r  a  l i m i t e d  p e r i o d  r a t h e r  
t h a n  f o r  t h e  e n t i r e  l i f e t i m e  o f  th e  i n s u r e d .  R e c e n t  l e g i s ­
l a t i o n  i n  many s t a t e s  p r o v id e s  t h a t  p o l i c i e s  i s s u e d  f o r  te r ra s  
o f  more t h a n  f i f t e e n  y e a r s  o r  r e m a in in g  i n  f o r c e  beyond  th e  
p o l i c y h o l d e r ' s  s i x t y - f i f t h  b i r t h d a y  m ust have c a s h  s u r r e n d e r
v a lu e  i f  t h e  i n s u r a n c e  i s  d i s c o n t i n u e d  p r i o r  t o  t h e  e x p i r a -
2
t i o n  o f  th e  te rm  p e r i o d .  Of c o u r s e ,  a t  th e  end o f  th e  te rra  
p e r i o d ,  when th e  in s u r a n c e  i s  a u t o m a t i c a l l y  d i s c o n t i n u e d ,  t h e  
p o l i c y  h a s  no c a s h  s u r r e n d e r  v a l u e .
Types o f  Term In s u r a n c e
T here  a r e  a lm o s t  a s  many d i f f e r e n t  fo rm s o f  te rm  i n ­
s u ra n c e  a s  t h e r e  a r e  i d e n t i f i a b l e  p e r i o d s  o f  t im e  f o l l o w in g
2
E d i t o r i a l  S t a f f  o f  t h e  A m erican  I n s t i t u t e  f o r  E co n ­
omic R e s e a r c h ,  L i f e  I n s u r a n c e , p .  6 .
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t h e  i s s u a n c e  o f  th e  p o l i c y .  Terra i n s u r a n c e  may be re n e w a b le  
o r  c o n v e r t i b l e  o r  b o t h .  Renewable te r ra  p o l i c i e s  i n c l u d e  a n  
o p t i o n  p e r m i t t i n g  th e  i n s u r e d  t o  renew  th e  c o n t r a c t  f o r  a  
s p e c i f i e d  number o f  te r ra  p e r i o d s  o r  u n t i l  a  s p e c i f i c  age 
w i t h o u t  f u r t h e r  m e d ic a l  e x a m in a t io n .  Renewable te r ra  i n s u r ­
a nce  may be renew ed o r  d i s c o n t i n u e d  i n  w hole  o r  i n  p a r t  from  
t im e  t o  t im e  and a l s o  may be c o n v e r t e d  t o  a n o t h e r  ty p e  o f  
in s u r a n c e  w i t h o u t  m e d ic a l  e x a m in a t io n  a t  t h e  p o l i c y h o l d e r ' s  
o p t i o n .  A c o n v e r t i b l e  p o l i c y  may, w i t h i n  a  s t i p u l a t e d  t im e  
b e f o r e  th e  end  o f  th e  te rm  p e r i o d ,  be ex ch an g ed  f o r  a n o t h e r  
fo rm  o f  i n s u r a n c e  w i t h o u t  a  m e d ic a l  e x a m in a t io n .^  Term i n ­
s u ra n c e  may be i s s u e d  a s  a  s e p a r a t e  p o l i c y  o r  a s  a  r i d e r  
a t t a c h e d  t o  a  p e rm a n en t  i n s u r a n c e  c o n t r a c t .  I n  e i t h e r  c a s e ,  
th e  te rm  s p e c i f i e d  c an  be i d e n t i f i e d  a s  l e v e l ,  i n c r e a s i n g ,  
o r  d e c r e a s i n g .
L ev e l  Term
The l e v e l  te rm  in s u r a n c e  p r o v i d e s  t h e  same l e v e l  o f  
p r o t e c t i o n  o v e r  th e  e n t i r e  p e r i o d  t h a t  i s  t o  be c o v e re d  a t  
c o n s t a n t l y  i n c r e a s i n g  r a t e s .  The m ost common form  o f  l e v e l  
te rm  in s u r a n c e  i s  fo u n d  a s  a  r i d e r  a t t a c h e d  t o  a  f a m i ly  m a in ­
t e n a n c e  p o l i c y .  T h is  r i d e r  i s  u s u a l l y  p a r t  o f  a  b a s i c ,  p e r ­
m anent p o l i c y  and p r o v i d e s  a d d i t i o n a l  te rm  in s u r a n c e  o f  a  
l e v e l  amount f o r  a  s p e c i f i c  p e r i o d  o f  t im e — most o f t e n ,  
tw e n ty  y e a r s .  P erm anen t o r  lo n g  te rm  p r o t e c t i o n  p r o v id e d  
th r o u g h  a  ren e w a b le  te rm  p o l i c y  may be d i s a d v a n ta g e o u s  t o
^ I b i d .
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th e  p o l i c y h o l d e r  d u r in g  s t a b l e  econom ic  c o n d i t i o n s .  As was 
m en tio n ed  a b o v e ,  th e  premiums i n c r e a s e  a t  th e  t im e  o f  e a c h  
re n e w a l  and when th e  p o l i c y h o l d e r  a t t a i n s  an  adv an ced  age 
th e  c o s t  becom es v e r y  g r e a t .  Com panies t h a t  i s s u e  te rm  
p o l i c i e s  n o t  o n ly  l i m i t  th e  number o f  r e n e w a ls ,  b u t  a l s o  
d e c l in e  t o  i s s u e  su c h  in s u r a n c e  t o  i n d i v i d u a l s  who a r e  more 
t h a n  f i f t y - f i v e  y e a r s  o f  a g e .
I n c r e a s i n g  Term
The i n c r e a s i n g  te rm  r i d e r  i s  p e rh a p s  th e  l e a s t  u s e d  
form  o f  te rm  i n s u r a n c e .  I t  i s  a lw a y s  s o l d  a s  a  r i d e r  t o  a n ­
o t h e r  c o n t r a c t ,  n e v e r  a s  a  s e p a r a t e  c o n t r a c t .  The am ount o f  
i n s u r a n c e ,  p a y a b le  i n  th e  e v e n t  o f  th e  d e a th  o f  th e  i n s u r e d  
d u r in g  th e  te rm  p e r i o d ,  r i s e s  s t e a d i l y  e a c h  y e a r  i n  a c c o r d ­
ance  w i th  a  p r e d e te r m in e d  s c h e d u l e .  The m ost r e c e n t  u se  o f  
an  i n c r e a s i n g  te rm  r i d e r  i s  i n  p o l i c i e s  w h ich  p ro m ise  t o  pay  
a  d e a th  b e n e f i t  e q u a l  t o  t h e  f a c e  o f  th e  p o l i c y  p l u s  th e  c a s h  
v a lu e  o r  f a c e  o f  th e  p o l i c y  p l u s  a l l  prem iums p a id  i f  d e a th  
o c c u r s  p r i o r  t o  a  c e r t a i n  a g e .
D e c r e a s in g  Term 
D e c r e a s in g  te rm ,  a l s o  c a l l e d  r e d u c in g  te r m ,  c o n s i s t s
II
o f  a  d i m i n i s h i n g  d e a th  b e n e f i t  a t  a  f i x e d  a n n u a l  prem ium .
The d e c r e a s e  i n  c o v e rag e  t a k e s  p l a c e  o v e r  th e  t o t a l  t e rm  o f  
th e  p o l i c y ,  t y p i c a l l y  t e n ,  f i f t e e n ,  tw e n ty ,  t w e n t y - f i v e  o r  
more y e a r s .  B ecause  d e c r e a s i n g  te rm  i s  w id e ly  u s e d  t o  c o v e r
^The E d i t o r s  o f  Consumer R e p o r t ,  L i f e  I n s u r a n c e , p .  22 .
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th e  o u t s t a n d i n g  b a la n c e  o f  t h e  m o rtgage  on a  h o u se ,  th e  
d e c r e a s e  i n  d e a th  b e n e f i t  u s u a l l y  f o l l o w s  t h e  p a t t e r n  o f  
m ortgage  a m o r t i z a t i o n ,  d im in i s h in g  v e r y  l i t t l e  d u r in g  th e  
e a r l y  y e a r s  an d  more s t e e p l y  by l a t e r  y e a r s .  But d e c r e a s i n g  
te r ra  in s u r a n c e  h a s  o t h e r  u s e s .  S t a r t i n g  w i t h  th e  p e r i o d  o f  
l i f e  when th e  f a m i l y ' s  s i z e  and  s t a n d a r d  o f  l i v i n g  have b e ­
come s t a b i l i z e d ,  in s u r a n c e  n e e d s  g e n e r a l l y  d e c r e a s e  y e a r  by 
y e a r  i n  a  p a t t e r n  r e s e m b l in g  t h a t  o f  d e c r e a s i n g  te rm  c o v e r ­
a g e .^  Then a g a i n ,  t h e  r e s p o n s i b i l i t i e s  o f  t h e  h e ad  o f  a  
h o u se h o ld  may go up  u n e x p e c te d ly —w i th  th e  b i r t h  o f  a  c h i l d  
o r  an  a d o p t i o n  o r  a  d iv o r c e  and  r e m a r r i a g e .  D e c r e a s in g  te rm  
may n o t  p ro v e  th e  b e s t  c o v e ra g e  t h e n ,  u n l e s s  one h a s  re m a in e d  
h e a l t h y  enough  t o  buy more i n s u r a n c e .  T h is  ty p e  o f  te rm  i n ­
s u ra n c e  w i l l  be d i s c u s s e d  more t h o r o u g h ly  i n  c o n ju n c t i o n  w i t h  
in v e s tm e n t s  l a t e r  i n  t h i s  p a p e r .
S t r a i g h t  L i f e
The m ost common ty p e  o f  l i f e  in s u r a n c e  i s  th e  s t r a i g h t  
l i f e  p o l i c y .  T h is  p o l i c y  i s  som etim es r e f e r r e d  t o  a s  "whole 
l i f e "  i n s u r a n c e .  Whole l i f e  in s u r a n c e  c an  be d e f in e d  a s  i n ­
su ra n c e  t h a t  may be c o n t in u e d  i n  f o r c e  th r o u g h o u t  th e  e n t i r e  
l i f e t i m e  o f  th e  p o l i c y h o l d e r  r e g a r d l e s s  o f  t h e  method o f  
paym en t. I t  i n c l u d e s  b o th  s t r a i g h t  l i f e  and l i m i t e d  p a y ­
m ent p o l i c i e s .  A s t r a i g h t  l i f e  p o l i c y  i s  a  ty p e  o f  whole 
l i f e  in s u r a n c e  f o r  w h ich  t h e  p o l i c y h o l d e r  p a y s  premiums f o r
% b i d .
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a s  lo n g  a s  he l i v e s  o r  u n t i l  he d i s c o n t i n u e s  th e  p o l i c y . ^
The te rm  " o r d i n a r y ” l i f e  in s u r a n c e  u s u a l l y  r e f e r s  t o  w ha t 
i s  c a l l e d  s t r a i g h t  l i f e  i n  t h i s  p a p e r .
U nder th e  1958 Com m issions S ta n d a r d  O rd in a ry  M o r t a l ­
i t y  T a b le ,  prem iums f o r  a  whole l i f e  p o l i c y  a re  p a y a b le  u n t i l  
age n i n e t y - n i n e .  T h a t  i s  th e  age a t  w h ich  th e  t a b l e  r u n s  o u t  
and  i f  th e  i n s u r e d  i s  s t i l l  a l i v e  a t  age one h u n d re d ,  th e  f a c e  
amount i s  p a y a b le  a t  t h a t  t i m e . The r e a s o n  f o r  th e  t e r m i n a l  
age i s  t o  s i m p l i f y  premium c o m p u ta t io n s ;  th e  p r o p o r t i o n  o f  
i n s u r e d s  s u r v i v i n g  p a s t  t h a t  age i s  so  s m a l l  t h a t  i t  d o e s  n o t  
w a r r a n t  i n c l u s i o n  i n  th e  r a t e  s t r u c t u r e . ?
L im i te d  Paym ent L i f e
U nder th e  l i m i t e d  paym ent p l a n  o f  i n s u r a n c e  th e  
p o l i c y h o l d e r  p a y s  premiums o n ly  f o r  a  s t i p u l a t e d  p e r i o d ,  
u s u a l l y  tw e n ty  o r  t h i r t y  y e a r s ,  o r  u n t i l  a  s p e c i f i e d  age 
su ch  a s  s i x t y  o r  s i x t y - f i v e .  However, he re m a in s  i n s u r e d  
u n d e r  th e  te rm s  o f  th e  c o n t r a c t  f o r  l i f e ,  and th e  company 
w i l l  pay  th e  f a c e  amount o f  t h e  p o l i c y  a t  h i s  d e a t h .
Because o f  t h e  s h o r t e r  premium paym ent p e r i o d ,  a  l a r g e r  
a n n u a l  premium t h a n  t h a t  f o r  a  s t r a i g h t  l i f e  p o l i c y  i s  r e ­
q u i r e d .  However, th e  premiums o f  th e  l i m i t e d  paym ent p o l i c y  
c e a se  a f t e r  th e  s t i p u l a t e d  p e r i o d ,  and th e  i n s u r a n c e  r e m a in s  
i n  f o r c e  w i t h o u t  f u r t h e r  paym ent o f  premium f o r  th e  r e m a in d e r
^Max S c h u lm a c h e r ,  p e r s o n a l  i n t e r v i e w  w i th  T r a v e l e r s  
In s u r a n c e  Com pany's D i s t r i c t  M anager, G re a t  F a l l s ,  M ontana, 
May, 1 9 7 2 .
? I b i d .
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
19
o f  th e  i n s u r e d ' s  l i f e t i m e .  The r e s e r v e  o f  a  l i m i t e d  paym ent 
p o l i c y  a c c u m u la te d  r a p i d l y  d u r i n g  t h e  p e r i o d  t h a t  prem iums 
a r e  b e in g  p a id  i n  o r d e r  t h a t  t h e  r e s e r v e ,  t o g e t h e r  w i t h  t h e  
i n t e r e s t  e a r n e d  on i t ,  w i l l  be s u f f i c i e n t  t o  pay d e a t h  c la im s  
a f t e r  th e  p o l i c y  becomes " p a id  u p " .  One s p e c i a l  a d v a n ta g e  o f  
th e  l i m i t e d  paym ent p o l i c y  i s  t h a t  th e  p o l i c y h o l d e r  makes a l l  
th e  paym ents  f o r  h i s  in s u r a n c e  d u r in g  h i s  maximum e a r n i n g  
y e a r s .  The draw back i s  t h a t  i t  would p rove  c o s t l y  i f  d e a th  
came b e f o r e  o r  soon a f t e r  th e  f i n a l  premium was p a id  b e c a u se  
h i g h e r  premiums were p a id  f o r  th e  l i m i t e d  l i f e  f e a t u r e .
One s p e c i a l  form  o f  t h e  l i m i t e d  payment p l a n  i s  t h e  
s i n g l e  premium p o l i c y .  I n  t h i s  ty p e  o f  c o n t r a c t  t h e  paym ent 
p e r i o d  h a s  b een  r e d u c e d  t o  th e  s h o r t e s t  p e r i o d  p o s s i b l e ,  t h a t  
i s ,  one premium paym en t. T here  i s  l i t t l e  t o  recommend i n  
t h i s  p o l i c y  e x c e p t  t h a t ,  when one d i e s ,  th e  i n s u r e d ' s  e s t a t e  
w i l l  be r e d u c e d  by th e  amount o f  th e  premiums p a i d .  A gain  
t h i s  c o u ld  be e x t r e m e ly  c o s t l y  i f  t h e  i n s u r e d  happened  t o  d ie  
i n  th e  e a r l y  y e a r s  o f  th e  c o n t r a c t  b e ca u se  th e  u n n e c e s s a r y  
ad v an ced  premiums p a id  would n o t  be r e t u r n e d .  A more f a v o r e d  
s i n g l e  premium p l a n  would be t h e  p r e p a i d  p o l i c y .  The p a y ­
m en ts  a r e  d i s c o u n te d  u s u a l l y  a t  5 t o  5 «25 p e r c e n t  f o r  th e  
r e m a in in g  y e a r s  t o  age n i n e t y - n i n e .  One u s i n g  t h i s  p l a n  
would have t o  pay  income t a x  on th e  amount saved  e a c h  y e a r  
i n  e x c e s s  o f  $10 due t o  th e  d i s c o u n t i n g  in v o lv e d .  T h is  p l a n  
h a s  th e  a d v a n ta g e  o f  r e d u c in g  o n e ' s  e s t a t e  f o r  t a x  p u r p o s e s .
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D epending  on when th e  i n s u r e d  d i e d ,  t h e  f a c e  amount o f  th e
Q
p o l i c y  p l u s  a l l  o f  th e  u n e a rn e d  premiums would  be r e t u r n e d .
N o n f o r f e i t u r e  P r o v i s i o n s
A hun d red  y e a r s  ago i t  was p o s s i b l e  f o r  a  company
t o  deny a n y th in g  t o  th e  i n s u r e d  i f  he a l lo w e d  h i s  p o l i c y  t o
l a p s e .  T h is  was commonly c a l l e d  a  " f o r f e i t u r e " .  However,
E l i z u r  W rig h t ,  i n s u r a n c e  co m m iss io n e r  o f  M a s s a c h u s e t t s ,  was
i n s t r u m e n t a l  i n  h a v in g  th e  f i r s t  n o n f o r f e i t u r e  law e n a c te d
i n  1 8 6 1 .9  S in c e  t h a t  t im e ,  th e  v a r i o u s  s t a t e s  have r e q u i r e d
com pan ies  t o  m a in t a in  p o l i c y  r e s e r v e s .  The l i f e  i n s u r a n c e
p o l i c y  s t i p u l a t e s  t h a t  t h e  i n s u r e d  owner h a s  th e  p r i v i l e g e
o f  s u r r e n d e r i n g  h i s  p o l i c y  and  t a k i n g  th e  a c c ru e d  v a l u e s  i n
one o f  t h r e e  w ays— c a s h ,  e x te n d e d  te rm  i n s u r a n c e ,  o r  r e d u c e d
p a id - u p  i n s u r a n c e .  These v a l u e s  a r e  a  r e s u l t  o f  th e  l e v e l
premium c o n c e p t ,  w h ich  i n v o l v e s  a  h i g h e r  t h a n  n e c e s s a r y  c h a rg e
i n  th e  e a r l y  y e a r s  i n  o r d e r  t o  a c c u m u la te  r e s e r v e s  t o  pay  th e
c o s t  o f  in s u r a n c e  i n  l a t e r  y e a r s .  When th e  owner f a i l s  t o
e l e c t  an  o p t i o n ,  th e  company u s u a l l y  e l e c t s  th e  e x te n d e d  te rm
10o p t i o n  f o r  him.
S h o u ld  th e  owner d e c id e  t o  t e r m in a t e  h i s  p o l i c y ,  he 
may ta k e  th e  a c c u m u la te d  v a l u e s  i n  c a s h .  When th e  i n s u r e d
Û
A1 Brown, p e r s o n a l  i n t e r v i e w  w i th  M e t r o p o l i t a n  L i f e  
I n s u r a n c e  D i s t r i c t  M anager, G re a t  F a l l s ,  M ontana, May, 1972.
^ W il f r e d  R. K e ls e y  and A r th u r  C. D a n i e l s ,  Handbook o f  
L i f e  I n s u r a n c e  (New York; I n s t i t u t e  o f  L i f e  I n s u r a n c e ,  I 9 7 I ) ,
p .  6 0 .
^^Al Brown, p e r s o n a l  i n t e r v i e w .
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owner e l e c t s  t h i s  o p t i o n ,  a l l  h i s  r i g h t s  u n d e r  th e  p o l i c y  
c e a se  and  th e  company h a s  no f u r t h e r  r e s p o n s i b i l i t y  f o r  com­
p l y i n g  w i th  th e  c o n t r a c t  p r o v i s i o n s .  A t a b l e  i n  t h e  p o l i c y  
i n d i c a t e s  th e  v a r i o u s  am ounts  o f  c a s h  a v a i l a b l e  a t  s e l e c t e d  
i n t e r v a l s  a f t e r  th e  d a te  o f  i s s u e .  The m a jo r  d i s a d v a n ta g e  
o f  t h i s  o p t io n  i s  t h e  f a c t  t h a t  r e i n s t a t e m e n t  i s  n o t  p e r m i t ­
t e d  once th e  o p t i o n  i s  e x e r c i s e d .
I f  th e  owner d e c i d e s  t o  d i s c o n t i n u e  premium paym en ts  
b u t  d o e s  n o t  w ish  t o  t e r m in a t e  t h e  i n s u r a n c e ,  he may e l e c t  
t o  u se  h i s  c a s h  v a lu e  t o  p u rc h a s e  te rm  i n s u r a n c e .  T h is  i s  
t h e  e x te n d e d  te rm  in s u r a n c e  o p t io n  w h ich  means t h a t  th e  c a s h  
v a lu e  i s  u se d  a s  a  n e t  s i n g l e  premium t o  p u rc h a s e  te rm  i n ­
s u ra n c e  o f  th e  same f a c e  am ount o f  th e  o r i g i n a l  p o l i c y  f o r  
a s  lo n g  a  p e r i o d  o f  t im e  a s  su c h  c a s h  v a lu e  w i l l  p u r c h a s e .  
The d e c i s i o n  on th e  p a r t  o f  th e  owner t o  e l e c t  t h i s  o p t i o n  
w i l l  be b a se d  on h i s  n eed  f o r  p r o t e c t i o n  v e r s u s  h i s  d e s i r e  
t o  have im m edia te  c a s h .
The t h i r d  o p t i o n  p e r m i t s  th e  i n s u r e d  t o  u se  th e  c a s h  
v a lu e  a s  a  n e t  s i n g l e  premium t o  p u rc h a se  a  p a id - u p  p o l i c y  
o f  th e  same ty p e  f o r  a  r e d u c e d  f a c e  amount a t  n e t  r a t e s .
T h is  o p t i o n  h a s  a  g r e a t  d e a l  o f  v a lu e  t o  an  i n s u r e d  who d o e s  
n o t  need  th e  p r o t e c t i o n  o f  t h e  b a s i c  p o l i c y  b u t  w is h e s  t o  
c o n t in u e  i n s u r a n c e  i n  f o r c e  and  c e a se  p a y in g  prem ium s. I t  
i s  a l s o  p o s s i b l e  f o r  th e  i n s u r e d  t o  r e i n s t a t e  th e  o r i g i n a l  
p o l i c y ,  w i th  p r o o f  o f  i n s u r a b i l i t y ,  up t o  f i v e  y e a r s ,  p r o ­
v id e d  th e  i n s u r e d  p a y s  a l l  t h e  back  premiums p l u s  i n t e r e s t .
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Types o f  Companies and  T h e i r  R e s p e c t iv e  P o l i c i e s
T here  a r e  two b a s i c  t y p e s  o f  l i f e  i n s u r a n c e  c o m p a n ie s ,  
s t o c k  and m u tu a l  c o m p a n ie s .  A s t o c k  company i s  owned by 
s t o c k h o l d e r s  who f i n a n c e  th e  o p e r a t i o n s  and who assume th e  
r i s k s  and r e s p o n s i b i l i t i e s  o f  o w n e rsh ip  and m anagem ent. Most 
s t o c k  com panies i s s u e  o n ly  n o n p a r t i c i p a t i n g  p o l i c i e s ;  a  few  
a l s o  i s s u e  p a r t i c i p a t i n g  p o l i c i e s ;  a  v e r y  few i s s u e  p a r t i c i ­
p a t i n g  p o l i c i e s  o n ly .
A m u tu a l  company h a s  no s t o c k h o l d e r s .  I t s  management 
i s  d i r e c t e d  by  a  b o a rd  e l e c t e d  by  th e  p o l i c y h o l d e r s  f o r  whose 
b e n e f i t  t h e  company i s  o p e r a t e d .  N e a r ly  a l l  m u tu a l  co m p an ies  
i s s u e  o n ly  p a r t i c i p a t i n g  p o l i c i e s ;  a  few i s s u e  p o l i c i e s  on a  
n o n p a r t i c i p a t i n g  b a s i s ,  th e  owners o f  su c h  p o l i c i e s  h a v in g  
no v o ic e  i n  t h e  m anagem ent.
F o r a  p a r t i c i p a t i n g  p o l i c y ,  th e  premium r a t e  i s  f i x e d  
a t  a n  amount somewhat g r e a t e r  t h a n  th e  company e x p e c t s  w i l l  
be needed  u n d e r  n o rm al c o n d i t i o n s  t o  pay  f o r  th e  c o s t  o f  p r o ­
v i d i n g  i n s u r a n c e .  The p o l i c y h o l d e r  r e c e i v e s  a  r e f u n d ,  i n  th e  
form  o f  a  d i v id e n d ,  b a se d  on th e  a c t u a l  o p e r a t in g  e x p e r i e n c e  
t o g e t h e r  w i t h  a n  e s t i m a t e  o f  f u t u r e  c o s t  t r e n d s .  S p e c i f i c a l l y ,  
t h e  d iv id e n d  r e p r e s e n t s  t h e  p o r t i o n  o f  th e  p a r t i c i p a t i n g  p r e ­
miums n o t  n e ed e d  f o r  th e  f o l l o w in g  p u r p o s e s ,  ( 1 ) t o  be s e t  
a s i d e  f o r  p r e s e n t  and f u t u r e  b e n e f i t  p aym en ts  t o  p o l i c y h o l d e r s  
and  b e n e f i c i a r i e s  (known a s  th e  r e s e r v e ) ,  ( 2 ) t o  be s e t  a s i d e  
f o r  p o s s i b l e  c o n t i n g e n c i e s  (known a s  th e  s u r p l u s  f u n d ) ,  and
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(3 )  t o  m eet t h e  o p e r a t i n g  e x p e n s e s  o f  th e  c o m p a n y . A  d i v i ­
dend i s  u s u a l l y  a v a i l a b l e  a f t e r  prem ium s f o r  th e  f i r s t  two 
o r  t h r e e  y e a r s  have b een  p a i d ,  and  i s  g e n e r a l l y  p a id  a n n u a l l y  
t h e r e a f t e r .
D e d u c t in g  t h i s  y e a r l y  d iv id e n d  fro m  th e  r e g u l a r  g r o s s  
premium g i v e s  th e  p o l i c y h o l d e r  h i s  y e a r l y  n e t  c o s t .  T hus , 
th e  c o s t  o f  a  p a r t i c i p a t i n g  p o l i c y  r e f l e c t s  th e  o p e r a t i n g  
r e s u l t s  o f  th e  company from  w h ich  i t  i s  p u r c h a s e d .  U nder a  
p a r t i c i p a t i n g  p o l i c y ,  th e  p o l i c y h o l d e r  h a s  th e  g u a r a n t e e  t h a t  
he w i l l  n e v e r  be c a l l e d  t o  pay  more t h a n  th e  premium r a t e
s p e c i f i e d  i n  th e  p o l i c y .  But th e  n e t  c o s t  o f  a  p a r t i c i p a t i n g
p o l i c y  c a n n o t  be g u a r a n te e d  i n  advance  s in c e  i t  d e p en d s  upon
a c t u a l  o p e r a t i n g  e x p e n se s  from  y e a r  t o  y e a r .
I n  a  n o n p a r t i c i p a t i n g  p o l i c y ,  th e  premium r a t e  i s  
f i x e d  a t  a n  amount w hich  r e p r e s e n t s  a s  c l o s e l y  a s  p o s s i b l e  
w hat th e  company e x p e c t s  w i l l  be n e ed e d  t o  pay  f o r  th e  c o s t  
o f  p r o v i d i n g  th e  i n s u r a n c e ,  and  no d iv id e n d  i s  p a y a b l e .  T h is  
premium r a t e  t h e n  becomes th e  c o s t  t o  th e  p o l i c y h o l d e r .  T hu s , 
th e  a c t u a l  c o s t  o f  a  n o n p a r t i c i p a t i n g  p o l i c y  i s  g u a r a n t e e d  i n  
advance  f o r  t h e  l i f e  o f  th e  p o l i c y .  When a  l i f e  in s u r a n c e  
p o l i c y  i s  p u r c h a s e d ,  t h e r e  i s  no way o f  f o r e t e l l i n g  w h e th e r  
a  p a r t i c i p a t i n g  o r  n o n p a r t i c i p a t i n g  p o l i c y  w i l l  be lo w e r  i n  
th e  lo n g  r u n .
D iv id e n d  O p tio n s
The t y p i c a l  p a r t i c i p a t i n g  l i f e  in s u r a n c e  p o l i c y  p e r ­
m i t s  t h e  owner o f  th e  p o l i c y  t o  s e l e c t ,  from  among a  number
1 1
K e ls e y  and D a n i e l s ,  Handbook o f  L i f e  I n s u r a n c e , p .  18.
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o f  o p t i o n s ,  th e  d i s p o s i t i o n  o f  d iv id e n d s  a p p o r t i o n e d  t o  h i s  
p o l i c y  c o n t r a c t .  The owner may e l e c t  a  d iv id e n d  o p t i o n  a t  
th e  t im e  th e  p o l i c y  i s  i s s u e d  and  i s  p e r m i t t e d  t o  change h i s  
s e l e c t i o n  a t  any  t im e .  T here  a re  f i v e  d iv id e n d  o p t i o n s  a v a i l ­
a b le  by  p u r c h a s in g  a  whole l i f e  p o l i c y i  ( 1 ) payment i n  c a s h ,  
( 2 ) r e d u c t i o n  o f  premium, ( 3 ) a c c u m u la t io n  o f  d iv id e n d s  a t
i n t e r e s t ,  (4 )  p a id - u p  a d d i t i o n s ,  and (5 )  one y e a r  te rm  i n -
12s u r a n c e .
When th e  p o l i c y h o l d e r  w is h e s  h i s  d iv id e n d s  t o  be p a id  
i n  c a s h ,  th e  i n s u r e r  m a i l s  a  check  f o r  th e  amount on th e  p r e ­
mium a n n i v e r s a r y  d a t e .  T here  i s  v e r y  l i t t l e  to  recommend i n  
t h i s  o p t i o n  i f  t h e  p o l i c y  i s  n o t  p a id - u p  s i n c e  th e  i n s u r e d  
m ust t h e n  make o u t  a  check  f o r  th e  f u l l  premium d u e .  The 
owner may e l e c t  t o  a p p ly  d iv id e n d s  to w ard  payment o f  t h e  n e x t  
prem ium. The owner w i l l  t h e n  send  a  check  f o r  th e  d i f f e r e n c e  
b e tw ee n  th e  amount o f  th e  d iv id e n d  and th e  g r o s s  premium d u e .  
When th e  p o l i c y h o l d e r  e l e c t s  t o  l e a v e  d iv id e n d s  w i t h  t h e  
company, and  he d i e s ,  he r e c e i v e s  th e  f a c e  amount o f  th e  
p o l i c y  p l u s  th e  a c c u m u la te d  d i v id e n d s .  I n  1970, m ost i n s u r ­
ance  co m pan ies  g u a r a n te e d  2 . 5  o r  3 p e r c e n t  i n t e r e s t  on a c c u ­
m u la te d  d i v id e n d s  b u t  were p a y in g  from  4 .4  t o  4 .7 5  p e r c e n t .  
When th e  p o l i c y h o l d e r  u s e s  h i s  d iv id e n d s  t o  buy a d d i t i o n a l  
am ounts  o f  i n s u r a n c e ,  th e  d iv id e n d  i s  u se d  a s  a n e t  s i n g l e  
premium t o  buy more i n s u r a n c e  o f  th e  same ty p e  a s  th e  b a s i c  
p o l i c y .  These p a id - u p  a d d i t i o n s  a r e  a l s o  p a r t i c i p a t i n g  and
12 Hammond and W il l ia m s ,  L i f e  I n s u r a n c e , p p . 56-58*
^^The E d i t o r s  o f  Consumer R e p o r t ,  L i f e  I n s u r a n c e , p .  20.
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t h e i r  d i v id e n d s  can  be u se d  t o  buy more p a id - u p  a d d i t i o n s .
The a d d i t i o n s  have c a s h  s u r r e n d e r  v a l u e s  a n d  may be s u r ­
r e n d e r e d  f o r  c a s h  a t  any  t im e  w i th o u t  a f f e c t i n g  th e  b a s i c  
p o l i c y .  The n e w es t  d iv id e n d  o p t i o n ,  known a s  th e  f i f t h  
o p t i o n ,  i s  t o  a p p ly  d i v id e n d s  t o  p u rc h a s e  o n e - y e a r  te rm  
i n s u r a n c e  e q u a l  t o  t h e  c a s h  v a l u e s .  New York L i f e  I n s u r a n c e  
Company u s e s  t h i s  o p t i o n  a s  a  s e l l i n g  p o i n t  t o  r e f u t e  th e
1 jk
i d e a  t h a t  one h a s  t o  l o s e  h i s  c a s h  v a l u e s  when he d i e s .
Of c o u r s e ,  one s h o u ld  r e a l i z e  t h a t  he i s  p a y in g  an  e x t r a  
premium w i th  h i s  d iv id e n d s  i n  o r d e r  n o t  t o  l o s e  h i s  c a s h  
v a l u e s  when he d i e s .
S p e c i a l  R id e r s  t o  th e  P o l i c y
L i f e  i n s u r a n c e  com pan ies  t y p i c a l l y  p e r m i t  t h e  owner 
o f  th e  p o l i c y  t o  add a d d i t i o n a l  f e a t u r e s  t o  expand  th e  c o v e r ­
age o f  th e  b a s i c  p o l i c y .  Two o f  th e  more p o p u l a r  f e a t u r e s  
a r e :  ( 1 ) w a iv e r -o f -p re m iu m ,  and  ( 2 ) a c c i d e n t a l  d e a t h  b e n e ­
f i t .  These f e a t u r e s  would r e q u i r e  an  a d d i t i o n a l  premium and 
a d d i t i o n a l  u n d e r w r i t i n g  f a c t o r s .
The w a iv e r -o f -p re m iu m  p r o v i s i o n  w a iv e s  a l l  f u t u r e  
prem ium s i n  t h e  e v e n t  th e  i n s u r e d  becomes t o t a l l y  and  perm a­
n e n t l y  d i s a b l e d  p r i o r  t o  a  l i m i t i n g  a g e ,  u s u a l l y  t o  age s i x t y .  
T o t a l  d i s a b i l i t y  means t h a t  th e  i n s u r e d  m ust be u n a b le  t o  
p e r fo rm  any  work f o r  g a in  o r  p r o f i t .  P e rm anen t d i s a b i l i t y  
i s  assum ed i f  su ch  d i s a b i l i t y  c o n t i n u e s  f o r  a  p e r i o d  o f  s i x
1 i t
W ill ia m  O 'G rady , p e r s o n a l  i n t e r v i e w  w i th  a  New 
York L i f e  I n s u r a n c e  a g e n t .  G re a t  F a l l s ,  M ontana, A p r i l ,  1972,
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m o n t h s . T h u s ,  th e  w a iv e r -o f -p re m iu m  b e n e f i t  d o e s  n o t  b e ­
come e f f e c t i v e  u n t i l  s i x  m onths a f t e r  t h e  o n s e t  o f  th e  d i s a ­
b i l i t y .  I n  t h e  e v e n t  t h a t  th e  i n s u r e d  r e c o v e r s  from  th e  
d i s a b i l i t y ,  he m ust resum e th e  premium p ay m en ts .
A c c i d e n ta l  d e a t h  b e n e f i t ,  commonly r e f e r r e d  t o  a s  
do u b le  in d e m n i ty ,  p r o v id e s  t h a t  a  m u l t i p l e  o f  th e  f a c e  am ount 
i s  p a y a b le  i f  t h e  d e a th  i s  c a u se d  by a c c i d e n t a l  m eans. The 
t y p i c a l  c l a u s e  d e f i n e s  d e a th  from  a c c i d e n t a l  means a s  " r e ­
s u l t i n g  from  b o d i l y  i n j u r y  e f f e c t e d  s o l e l y  th ro u g h  e x t e r n a l ,  
v i o l e n t ,  and  a c c i d e n t a l  means i n d e p e n d e n t l y  and e x c l u s i v e l y
16o f  a l l  o t h e r  c a u s e s  and  w i t h i n  n i n e t y  d a y s  a f t e r  su c h  i n j u r y . "  
These s p e c i a l  r i d e r s  a r e  a v a i l a b l e  on a l l  t y p e s  o f  i n s u r a n c e  
w h e th e r  i t  be w hole l i f e  o r  te rm .
^Lorne F e rg u so n ,  p e r s o n a l  i n t e r v i e w  w i th  a  M utual 
o f  Omaha L i f e  I n s u r a n c e  a g e n t .  G re a t  P a l l s ,  M ontana, May, 
1 9 7 2 . T h is  company i s  th e  o n ly  one ( a c c o r d i n g  t o  t h i s  r e ­
s e a r c h )  w h ich  would  pay  w a iv e r -o f -p re m iu m  a f t e r  f o u r  m o n th s .
^^Hammond and W il l ia m s ,  L i f e  I n s u r a n c e , p p .  6 6 - 6 7 .
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CHAPTER IV 
CONTROVERSIAL ISSUES OF LIFE INSURANCE
Now t h a t  t h e  b a s i c  p o l i c i e s  and p r o v i s i o n s  have b e en  
e x p l a i n e d ,  a  th o ro u g h  lo o k  a t  some o f  th e  c o n t r o v e r s i a l  
i s s u e s  c o n c e r n in g  c a sh  v a lu e  l i f e  i n s u r a n c e  a r e  p r e s e n t e d .  
O rd in a r y  l i f e ,  s t r a i g h t  l i f e ,  p e rm a n en t  i n s u r a n c e ,  and whole 
l i f e  i n s u r a n c e  a r e  a l l  names f o r  t h e  same ty p e  o f  i n s u r a n c e  
t h a t  h a s  b e en  u n d e r  c o n s t a n t  o b s e r v a t i o n  and  s c r u t i n y  f o r  
o v e r  a  h u n d red  y e a r s  i n  th e  U n i te d  S t a t e s .  Many books have 
b e en  w r i t t e n  a b o u t  l i f e  i n s u r a n c e ,  b o th  p ro  and c o n ,  w hich  
c o n fu s e  a s  much a s  t h e y  e n l i g h t e n .  Some c o n t r o v e r s i a l  i s s u e s  
c o n c e rn in g  l i f e  i n s u r a n c e  a r e  d e a l t  w i th  o b j e c t i v e l y  below  
and may h e l p  c l e a r  up some c o n f u s in g  a r e a s .
Cash S u r r e n d e r  V a lu es
T here  a r e  many m is c o n c e p t io n s  a b o u t  th e  s u b j e c t  o f  
c a s h  v a l u e s ,  and t h e s e  have y i e l d e d  much c o n t r o v e r s y .  L i f e  
i n s u r a n c e  a g e n t s ,  when making a  s a l e ,  p o i n t  o u t  t h a t  when one 
buys a  whole l i f e  p o l i c y ,  he i s  g e t t i n g  a  s a v in g s  a c c o u n t  
a lo n g  w i th  h i s  i n s u r a n c e  p r o t e c t i o n .  A c t u a l l y ,  c a s h  v a l u e s  
s h o u ld  n o t  be c o n s id e r e d  a s  a n  in v e s tm e n t  o r  s a v in g s  a c c o u n t ,  
b u t  a s  a n  em ergency  f u n d .  They a r e  p a r t  o f  th e  t o t a l  l i f e  
in s u r a n c e  c o n t r a c t ,  n o t  one p a r t  o f  a  t w o - p a r t  c o n t r a c t
27
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made up  o f  s a v in g s  and  p r o t e c t i o n .  T h is  f a c t  i s  s e l f - e v i d e n t  
when $ 4 ,0 0 0  c a s h  v a lu e  i s  borrow ed  from  a  $1 0 ,0 0 0  o r d i n a r y  
l i f e  c o n t r a c t - - a l l  t h e  b e n e f i c i a r y  r e c e i v e s  i s  $6 , 0 0 0 , n o t  
$ 1 0 , 0 0 0 .1
Cash v a l u e s  a r e  a n  em ergency  fu n d  b ecau se  t h i s  money 
i s  a v a i l a b l e  t o  one o n ly  upon r e q u e s t .  I t  h a s  b een  u se d  
many t im e s  due t o  f i n a n c i a l  u p s e t s  i n  f a m i ly  f i n a n c e s .
Though l i f e  i n s u r a n c e  i s  n o t  d e s ig n e d  a s  a  way o f  p r e p a r i n g  
t o  m eet t h e s e  f i n a n c i a l  d i f f i c u l t i e s ,  i t  h a s  h e lp e d  t i d e
2o v e r  m i l l i o n s  o f  f a m i l i e s  a t  v a r i o u s  p o i n t s  o f  t h e i r  l i v e s .
"P e rm an en t"  l i f e  i n s u r a n c e  h a s  a  p o l i c y  l o a n  p r o ­
v i s i o n ,  u n d e r  w hich  one may borrow  any  amount up t o  h i s  c a s h  
v a lu e  o f  th e  p o l i c y ,  u s u a l l y  a t  an  i n t e r e s t  r a t e  o f  4 t o  6 
p e r c e n t . 3 T h is  l e a d s  t o  one o f  th e  a l l - t i m e  f a v o r i t e  c h a r g e s  
o f  a n t i - l i f e  in s u r a n c e  b o o k s—why one h a s  t o  pay i n t e r e s t  on 
h i s  own money. I t  was made c l e a r  above t h a t  l e v e l  premium 
l i f e  i n s u r a n c e  i s  im p o s s ib le  i n  th e  a b sen c e  o f  th e  accumu­
l a t i o n  o f  r e s e r v e s .  J o s e p h  M. B e th ,  P r o f e s s o r  o f  L i f e  
I n s u r a n c e ,  a t  I n d i a n a  U n i v e r s i t y ,  h a s  w r i t t e n  t h i s  a b o u t  
p a y in g  i n t e r e s t  on b o rrow ed  c a s h  v a l u e s i
Second V ice P r e s i d e n t  E a rw a k e r ,  Managed Communica­
t i o n s  S ys tem ; L i f e  I n s u r a n c e  M a rk e t in g , ( H a r t f o r d ,  C o n n e c t i ­
c u t*  T r a v e l e r s  I n s u r a n c e  C o . ,  1 9 ? 2 ) ,  p .  3 .
2
1971 L i f e  I n s u r a n c e  ^ c t  Book (New York: I n s t i t u t e
o f  L i f e  I n s u r a n c e ,  1 9 7 0 ) ,  p .  4 9 .
^ E d i t o r i a l  S t a f f  o f  t h e  A m erican  I n s t i t u t e  f o r  Re­
s e a r c h ,  L i f e  I n s u r a n c e , p .  5 .
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The company assum es t h a t  i t  w i l l  e a r n  i n t e r e s t  
when i t  com putes p rem ium s, r e s e r v e s ,  c a s h  v a l u e s ,  
and  th e  l i k e .  I t  t h e r e f o r e  m ust i n v e s t  th e  i n ­
come i t  r e c e i v e s  so  t h a t  i t  w i l l  in d e e d  e a r n  
i n t e r e s t .  When i t  l e n d s  money t o  a  b u s i n e s s  
e n t e r p r i s e ,  o r  t o  a  g o v e rn m e n ta l  u n i t ,  o r  t o  
a  homeowner, i t  m ust c o l l e c t  i n t e r e s t .  L ik e ­
w i s e ,  i f  i t  l e n d s  money t o  a  p o l i c y h o l d e r ,  i t  
m ust c o l l e c t  i n t e r e s t  i f  i t  i s  t o  m ee t i t s  o b l i ­
g a t i o n s . ^
C l e a r l y  t h e n ,  i f  a  l i f e  i n s u r a n c e  company lo a n e d  
money w i t h o u t  c h a r g in g  i n t e r e s t ,  r e g a r d l e s s  o f  who th e  b o r ­
ro w e r  i s ,  i t  c o u ld  n o t  f u n c t i o n  a s  e f f i c i e n t l y .  I t s  p r e ­
miums, com puted on th e  a s s u m p t io n  t h a t  i n t e r e s t  w ould  be 
e a r n e d  on i t s  r e s e r v e s ,  w ould be i n a d e q u a t e ,  and th e  w hole 
s t r u c t u r e  would c o l l a p s e .
Whole L i f e  V e rsu s  Term
R e s e a rc h  f o r  t h i s  p a p e r  h a s  in v o lv e d  i n t e r v i e w i n g  
many l i f e  i n s u r a n c e  a g e n t s  s e l l i n g  i n  G re a t  P a l l s ,  M ontana. 
A g e n ts  from  m u tu a l  com pan ies  and  s t o c k  com panies  a l i k e  had  
one t h i n g  i n  common— th e y  c o u ld  e a c h  p r o v e ,  i n  t h e i r  own way, 
t h a t  a  whole l i f e  p o l i c y  i n  th e  lo n g  r u n  would be much c h e a p ­
e r  t h a n  a  te rm  p o l i c y .  The m u tu a l  com pan ies  had  u se d  d e ­
t a i l e d  i l l u s t r a t i o n s  p r o v in g  t h e i r  p o i n t  by th e  u se  o f  p r o ­
j e c t e d  d iv id e n d s  t o  lo w e r  th e  prem ium s. Mr. H a ro ld  W. B a i r d ,  
e x e c u t i v e  from  N o r th w e s te rn  M utual L i f e  I n s u r a n c e ,  w o rk in g  
o u t  o f  M ilw aukee, had  w r i t t e n  l i t e r a t u r e  p r o v in g  t h a t  a  n o n ­
p a r t i c i p a t i n g  whole l i f e  p o l i c y  o v e r  a  lo n g  p e r i o d  w ould  be
H a lse y  D. J o s e p h s o n ,  The T i r e d  T i r a d e i  The Answer 
t o  A n t i - L i f e  I n s u r a n c e  Books ( V a l l e y  S t r e a m ,  New Y ork; F a r n s ­
w o r th  P u b l i s h i n g  C o . ,  I n c . ,  1 9 6 8 ) ,  p p .  1 9 -2 0 .
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l e s s  e x p e n s iv e  t h a n  a  l e v e l  te rm  p o l i c y .  To be a s  o b j e c t i v e  
a s  p o s s i b l e  he d e c id e d  t o  make th e  c o m p a r iso n  w i th  a  no n ­
p a r t i c i p a t i n g  whole l i f e  p o l i c y  i s s u e d  by t h e  same company 
a s  t h a t  i s s u i n g  l e v e l  d e a t h  b e n e f i t  te rm  p o l i c y — H a r t f o r d  
L i f e ,
Mr. B a ird  com pared a  $ 1 0 0 ,0 0 0  " s p l i t  l i f e "  y e a r l y  
r e n e w a b le  te rm  i n s u r a n c e  p o l i c y  w i th  a  $ 1 0 0 ,0 0 0  " e x e c u t i v e "  
w hole l i f e ,  n o n - p a r t i c i p a t i n g  p o l i c y .  P a id  up a t  9 5 ,  t h e  
" s p l i t  l i f e "  package  c o n s i s t e d  o f  a  n o n - p a r t i c i p a t i n g  r e t i r e ­
m ent a n n u i t y ,  r e q u i r i n g  a  premium o f  $1 , 0 0 0 ,  th e  o w n e rsh ip  
o f  w h ich  e n t i t l e d  th e  b u y e r  t o  have $ 1 0 0 , 0 0 0  o f  l e v e l  c o v e r ­
age  y e a r l y  ren e w a b le  te rm  in s u r a n c e  to  age n i n e t y - f i v e ,  a t  
s t e a d i l y  i n c r e a s i n g  a n n u a l  p rem ium s.^  The o w n e rsh ip  o f  t h i s  
a n n u i t y  on a  premium p a y in g  b a s i s  e n a b l e s  t h e  b u y e r  t o  have 
t h i s  a d m i t t e d l y  u n u s u a l  l e v e l  te rm  p o l i c y ,  r e n e w a b le  th r o u g h  
age  n i n e t y - f o u r ,  and a t  p re su m a b ly  p r e f e r e n t i a l  r a t e s .
B a ird  u se d  th e  " p r e s e n t  v a lu e  o f  f u t u r e  p rem ium s" 
m ethod i n  com paring  th e  two p o l i c i e s .  A d i f f e r e n t  way o f  
e x p r e s s i n g  t h i s  method w ould be t o  f i n d  o u t  how much money 
t h e r e  w ould have t o  be i n  a  f u n d ,  a t  t h e  s t a r t i n g  age o f  th e  
i n s u r a n c e  p ro g ram , and  i n v e s t e d  a t  w h a te v e r  n e t - a f t e r - t a x e s  
r a t e  i s  assum ed , t o  p ay  a l l  premiums a s  t h e y  f a l l  d u e ,  and  
w i t h  t h e  fund  c o m p le te ly  e x h a u s te d  w i th  th e  payment o f  th e  
f i n a l  premium a t  age n i n e t y - f o u r .  Mr. B a ird  assum ed 4 p e r ­
c e n t  t o  be th e  n e t - a f t e r - t a x e s  i n t e r e s t .
% e l s e y  and D a n i e l s  p o i n t  o u t  i n  Handbook o f  L i f e  
I n s u r a n c e . p .  2 0 , t h a t  m ost te rm  p o l i c i e s  a r e  l i m i t e d  t o  a  
c e r t a i n  number o f  r e n e w a ls ,  o r  th e  p o l i c y  may n o t  be renew ed  
a f t e r  age  s i x t y - f i v e .
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
31
I n  A ppendix I I ,  Mr. B a ird  computed th e  p r e s e n t  v a lu e  
o f  f u t u r e  premiums f o r  th e  $100 ,000  " s p l i t  l i f e "  y e a r l y  r e ­
new able  te rm  i n s u r a n c e ,  and th e  n e t  prem iums f o r  t h e  " e x e c u ­
t i v e  whole l i f e "  p o l i c y . ^  Both p o l i c i e s  w ere  com puted a t  age  
t h i r t y - f i v e  and f o r t y - f i v e ,  and ru n  to  age n i n e t y - f i v e .  The 
r e s u l t s  a r e  i n d i c a t e d  t h a t  i t  would t a k e  a  fu nd  o f  $ 6 8 ,0 8 1 .8 4  
a t  age t h i r t y - f i v e ,  and $9 6 , 9 5 9 «31 a t  age f o r t y - f i v e  f o r  th e  
y e a r l y  ren e w a b le  te rm  p o l i c y .  I t  would t a k e  $ 4 2 ,4 9 2 .8 8  a t  
age  t h i r t y - f i v e ,  and $59 ,987*50  a t  age  f o r t y - f i v e  f o r  th e  
e x e c u t i v e  whole l i f e  p o l i c y .  I n  f a c t  t h e n ,  th e  whole l i f e  
p o l i c y  was from $2 5 , 0 0 0  t o  a lm o s t  $ 3 7 ,0 0 0  l e s s  t h a n  f o r  th e  
te rm  p o l i c y .
The way Mr. B a ird  compared th e  w hole  l i f e  and  te rm  
i n s u r a n c e  syndrome o n ly  d r a m a t iz e d  i t s  c o m p le x i ty .  I t  i s  
c e r t a i n l y  u n r e a l i s t i c  t o  assume t h a t  anyone would buy b o th  
an  a n n u i t y  and te rm  i n s u r a n c e  t o  g e t  t h e  same c o v e ra g e  a s  a  
whole l i f e  c o n t r a c t .  A c t u a l l y ,  u n d e r  th e  " s p l i t  l i f e "  co n ­
c e p t ,  th e  i n s u r e d  would be p u r c h a s in g  a  $ 1 ,0 0 0  r e t i r e m e n t  
a n n u i t y  w i th  a  re n e w a b le  te rm  r i d e r .  The d iv id e n d s  from  th e  
a n n u i t y  were u se d  t o  h e lp  pay f o r  th e  te rm  in s u r a n c e  t o  age 
n i n e t y - f i v e .
A f t e r  h a v in g  s t u d i e d  Mr. B a i r d ' s  co m p a r iso n  o f  how 
whole l i f e  i n s u r a n c e  would  be c h e a p e r  i n  th e  lo n g  r u n  t h a n  
te r ra ,  i t  seemed n e c e s s a r y  to  w r i t e  a  l e t t e r  and q u e s t i o n  him
^H aro ld  W. B a i r d ,  "The T r u th ,  The Whole T r u th ,  and 
N o th in g  But The T r u t h , " F i e l d  News ( A p r i l ,  I 9 7 2 ) ,  p p . 4 - 5 .
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a b o u t  i t .  T h is  was th e  r e p l y i
The s u b j e c t  o f  y o u r  p a p e r  h a s  b een  a t t e m p te d  by many 
p e r s o n s ,  and f o r  more t h a n  a  c e n t u r y .  There i s  a  
v e r y  s im p le  a n sw er  t o  w h ich  i s  b e t t e r ,  te rm  ( w i th  o r  
w i th o u t  s i d e  fu n d  in v e s tm e n t s )  o r  w hole l i f e .  Term 
i s  u n q u e s t io n a b ly  b e t t e r  f o r  th o s e  ( f o r t u n a t e  enough 
o r  u n f o r t u n a t e  enough , d e p e n d in g  on t h e  p o i n t  o f  
v iew ) who d i e  w i t h i n  th e  e a r l y  y e a r s .  Whole l i f e  i s  
d e m o n s tra b ly  b e t t e r  f o r  th o s e  who l i v e  f o r  an  e x te n d e d  
p e r i o d  o f  t im e  u n l e s s  th e  i n d i v i d u a l  i s  much b e t t e r  
t h a n  th e  a v e ra g e  i n v e s t o r . ?
Mr. B a i r d ’ s comments a r e  w e l l  t a k e n ,  b u t  a s  w i l l  be 
shown l a t e r  i n  t h i s  p a p e r ,  one d o e s n ’ t  have to  be th e  " b e t t e r  
t h a n  a v e r a g e "  i n v e s t o r  i f  he j u s t  rem em bers t o  i n v e s t  t h e  
d i f f e r e n c e .
T r a d i t i o n a l  N et C o s t  Method
One o f  t h e  f a v o r i t e  a rg u m e n ts  u se d  by th e  a n t i - l i f e  
in s u r a n c e  a u t h o r s ,  Norman F. Dacey and  G. S c o t t  R e y n o ld s ,  t o  
m e n t io n  tw o, c o n c e rn s  n e t  c o s t  c o m p u ta t io n s  o f  whole l i f e  
i n s u r a n c e .  These men s t a t e  t h a t  t h e  t r a d i t i o n a l  n e t  c o s t  
c o m p u ta t io n s  do n o t  t a k e  i n t o  a c c o u n t  th e  " i n t e r e s t  l o s t ” 
on th e  premiums p a i d .  The t r a d i t i o n a l  n e t  c o s t  method i s  
v e r y  p o p u la r  a s  a  s e l l i n g  a id e  f o r  l i f e  in s u r a n c e  a g e n t s ,  
e s p e c i a l l y  th o s e  who work f o r  a  m u tu a l  company, f o r  t h e y  can  
u se  th e  p r o j e c t e d  d iv id e n d s  t o  make th e  premiums seem v e r y
low o r  even  f r e e .  Below, i n  T ab le  2 ,  i t  i s  shown how th e
ft
t r a d i t i o n a l  n e t  c o s t  method was u se d  by a  s to c k  company.
^ L e t t e r  from  H a ro ld  W. B a i r d ,  E x e c u t iv e  A s s i s t a n t  f o r  
N o r th w e s te rn  L i f e  I n s u r a n c e ,  M ilw aukee , June 27, 1972.
®G. S c o t t  R e y n o ld s ,  The M o r t a l i t y  M erchan ts  (New York: 
David  McKay Company, I n c . ,  I 9 6 8 ) ,  p .  122.
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TABLE 2
TRADITIONAL NET GOST METHOD FOR A STOCK COMPANY
T o t a l  premiums p a id  (20 y e a r s  t im e s  $200) $ 4 ,0 0 0
Cash s u r r e n d e r  v a lu e  ( a f t e r  20 y e a r s )  $ 3 ,0 0 0
"N et c o s t "  o f  in s u r a n c e  f o r  20 y e a r s  $ 1 ,0 0 0
$ 1 , 0 0 0  d iv id e d  by 20 y e a r s  = $5 0 . 0 0  p e r  y e a r
$50  p e r  y e a r  f o r  $ 1 0 ,0 0 0  = $  5*00  p e r  $ 1 ,0 0 0
I n  t h i s  exam ple , a  $ 1 0 ,0 0 0  "p e rm a n en t"  p o l i c y  w i th
an  a n n u a l  premium o f  $200  had b een  i n  f o r c e  f o r  tw e n ty  y e a r s .
At th e  end  o f  th e  tw e n ty  y e a r  p e r i o d  th e  c a s h  s u r r e n d e r  v a lu e
was $ 3 ,0 0 0 ,  Has th e  in s u r a n c e  c o s t  $200 a  y e a r?  A c c o rd in g  to
th e  f i g u r e s  o f  a  t y p i c a l  s to c k  in s u r a n c e  company, i t  h a s  o n ly
c o s t  th e  p o l i c y h o l d e r  $50 p e r  y e a r .  I n  T ab le  3 i t  i s  shown
how t h e  t r a d i t i o n a l  n e t  c o s t  m ethod c o u ld  be u sed  by a  m u tu a l
in s u r a n c e  company i s s u i n g  d iv id e n d s  t o  lo w e r  th e  p rem ium s.
TABLE 3
TRADITIONAL NET COST METHOD FOR A MUTUAL COMPANY
T o t a l  premiums p a id  (20 y e a r s  t im e s  $ 2 5 0 ) $ 5 ,0 0 0
Cash s u r r e n d e r  v a lu e  $ 3 ,0 0 0
D i f f e r e n c e  be tw een  prem iums p a id  and 
" s a v i n g s ” a c c u m u la te d  $2 , 0 0 0
" D iv id e n d s "  p a id  o v e r  2 0 - y e a r  p e r i o d  
( n o t  g u a r a n t e e d ,  b u t  e s t i m a t e d )  $2 , 0 0 0
"N et c o s t "  o f  in s u r a n c e  f o r  20 y e a r s  0
SOURCE» G. S c o t t  R e y n o ld s ,  The M o r t a l i t y  M erch an ts  (New 
York I D avid McKay Company, I n c . ,  1 9 6 8 ) ,  p .  1 2 3 .
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I n  th e  above exam ple* a  $ 1 0 ,0 0 0  " p e rm a n e n t” p o l i c y ,  
w i t h  an  a n n u a l  premium o f  $ 2 5 0 , a f t e r  tw e n ty  y e a r s ,  showed 
how a n  a g e n t  c o u ld  l e g a l l y  " p ro v e "  t h a t  th e  in s u r a n c e  w ould  
be f r e e .  These were h y p o t h e t i c a l  ex am ples  b u t ,  n e v e r t h e l e s s  
show a  r e a l i s t i c  p i c t u r e .
The t r a d i t i o n a l  n e t  c o s t  method u s e d  by l i f e  i n s u r ­
ance  a g e n t s  i s  an  o v e r l y  s i m p l i f i e d  p ro c e d u r e  t o  f i n d  th e  
" t r u e "  c o s t  o f  l i f e  i n s u r a n c e .  The a g e n t s  a r e  f o r g e t t i n g  
a t  l e a s t  one im p o r t a n t  e le m e n t— th e  t im e  v a lu e  o f  money. I t  
i s  a  l i t t l e  a b s u r d  t o  a ssu m e , a s  d e p i c t e d  i n  T ab le  2 and  T ab le  
3 , t h a t  a f t e r  tw e n ty  y e a r s  one c o u ld  have had  in s u r a n c e  f o r  
su c h  a  low c o s t  o r  e v en  more u n b e l i e v a b l e — f o r  no c o s t .  The 
A m erican  I n s t i t u t e  f o r  Econom ic R e s e a rc h  i s  n o t  i n  f a v o r  o f  
t h e  t r a d i t i o n a l  n e t  c o s t  m ethod , b u t  w hat t h e y  c a l l  t h e  i n ­
t e r e s t  a d j u s t e d  c o s t  m ethod .
I n t e r e s t  A d ju s te d  C o s t  Method
The i n t e r e s t  a d j u s t e d  c o s t  method s u g g e s t s  t h a t  
i n t e r e s t  s h o u ld  be added  on th e  a n n u a l  premium p a y m e n ts ,  on 
t h e  t h e o r y  t h a t ,  " i f  one w ere n o t  p u t t i n g  h i s  money i n t o  
i n s u r a n c e  he c o u ld  be i n v e s t i n g  i t  e l s e w h e r e ,  i n  a  s a v in g s  
baulk f o r  i n s t a n c e ;  hence  i t  s h o u ld  be compounded a t  a  r e a s o n ­
a b le  n e t - a f t e r - t a x e s  r a t e  i n  a r r i v i n g  a t  th e  t r u e  c o s t . " ^  An 
exam ple i s  p r o v id e d  w hich  shows th e  i n t e r e s t  a d j u s t e d  c o s t  
m ethod a s  a p p l i e d  t o  t h e  p o l i c y  t o  o b t a i n  th e  a c t u a l  c o s t  
o f  th e  p o l i c y .  T h is  exam ple i s  n o te d  below  i n  T ab le  4 .
^ B a i r d ,  F i e l d  News, pp . 9 - IO .
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TABLE 4
INTEREST ADJUSTED COST METHOD FOR A STOCK COMPANY
T o t a l  premiums p a id  o v e r  2 0 - y e a r  p e r i o d  $ 4 ,0 0 0
Compound i n t e r e s t  a t  4 p e r c e n t  l o s t  by  
p o l i c y h o l d e r  on th e  a n n u a l  a v e ra g e  i n ­
c r e a s e  o f  $150  on th e  c a s h  s u r r e n d e r  
v a lu e  f o r  20 y e a r s  $ 1 ,4 6 ?
T o t a l  g r o s s  c o s t  f o r  20 y e a r s  $5»46?
Cash s u r r e n d e r  v a lu e  $ 3 ,0 0 0
"N et c o s t "  o f  i n s u r a n c e  f o r  20 y e a r s  $ 2 ,4 6 ?
I n  T ab le  4 ,  t h e  p o l i c y h o l d e r ,  i f  a t  th e  end  o f  
tw e n ty  y e a r s ,  chose  t o  c a s h  i n  h i s  p o l i c y ,  he w ould  r e c e i v e  
th e  $ 3 ,0 0 0  c a s h  s u r r e n d e r  v a l u e .  S u b t r a c t i n g  t h i s  from  th e  
t o t a l  c o s t ,  we f i n d  t h a t  t h e  i n t e r e s t  a d j u s t e d  c o s t  was 
$2 , 4 6 7 , n o t  $ 1 ,0 0 0  a s  would be b e l i e v e d  u n d e r  t r a d i t i o n a l  
n e t  c o s t  m ethod ,
I s  I n t e r e s t  A d ju s te d  C o s t  A p p l ic a b le  
Only To L i f e  I n s u r a n c e ?
These a r e  l o g i c a l  a t t e m p t s  a t  t r y i n g  to  o b t a i n  th e  
a c t u a l  c o s t  o f  l i f e  i n s u r a n c e ,  b u t  i t  i s  d o u b te d  w h e th e r  th e  
t r a d i t i o n a l  n e t  c o s t  m ethod was e v e r  i n t e n d e d  t o  show th e  
a c t u a l  c o s t  o f  l i f e  i n s u r a n c e ,  b u t  o n ly  t h e  r e l a t i v e  c o s t  o f  
d i f f e r e n c e s  be tw een  com pan ies  b a se d  on g e n e r a l l y  co m parab le  
c o n t r a c t s .  The c r i t i c i s m  t h a t  " c o s t "  does n o t  in c lu d e
10R e y n o ld s ,  M e rc h a n ts , p .  12? .
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i n t e r e s t  c o u ld  be made a b o u t  th e  c o s t  o f  a n y th in g  e l s e  t h a t  
11a  p e r s o n  b u y s .  The r e a l  q u e s t i o n  t h e n  i s  w h e th e r  l i f e  
in s u r a n c e  i s  t h e  o n ly  t h i n g ,  w hich  i f  n o t  b o u g h t ,  b u t  i n ­
s t e a d  th e  money was i n v e s t e d  i n  a  s a v in g s  b an k , we s h o u ld  
a d j u s t  th e  c o s t  by a d d in g  th e  i n t e r e s t .
To p ro v e  t h a t  money i n v e s t e d ,  e v en  i n  a  s a v in g s  
a c c o u n t ,  c o u ld  have an  o p p o r t u n i t y  c o s t ,  assume a s  i n  Appen­
d ix  I I I ,  t h a t  one d e p o s i t s  $ 1 ,0 0 0  a  y e a r ,  o v e r  a  t e n  y e a r  p e r ­
i o d ,  a t  5 p e r c e n t  s im p le  i n t e r e s t .  A q u ic k  g la n c e  and one 
m ig h t assume t h a t  th e  d e p o s i t o r  h a s  made a  g a in  o f  $ 3»207  
o v e r  th e  t e n  y e a r  p e r i o d .  But a  c l o s e r  lo o k  and one c a n  see  
t h a t  when t a x e s  a r e  add ed  t o  th e  i n t e r e s t  e a r n e d  e a c h  y e a r  
q u i t e  a  d i f f e r e n t  p i c t u r e  i s  p r e s e n t e d .  Mr. B a ird  h a s  
assum ed t h a t  t h e  v a s t  m a j o r i t y  o f  p e o p le  who a c t u a l l y  sav e  
$ 1 , 0 0 0  a  y e a r  i n  a  s a v in g s  b an k , a r e  a t  l e a s t  i n  th e  30 p e r ­
c e n t  t a x  b r a c k e t .
P r e s e n t e d  below  i n  T ab le  5» th e  t r a d i t i o n a l  n e t  c o s t  
method i s  a p p l i e d  t o  th e  5 p e r c e n t  s a v in g s  bank a n a lo g y ,  
b u t  t h i s  t im e  f i g u r i n g  i n  th e  d e p o s i t o r ' s  t a x e s ,  he h a s  n o t  
made th e  huge g a i n  t h a t  was shown i n  A ppend ix  I I I .  By u s i n g  
th e  t r a d i t i o n a l  n e t  c o s t  m ethod , and  a ssu m in g  th e  s a v e r  i s  
i n  th e  30 p e r c e n t  t a x  b r a c k e t ,  th e  $ 3 ,2 0 ?  would be re d u c e d  
t o  $ 2 ,2 4 4 .9 0 .1 2
H a ro ld  W. B a i r d ,  A buses i n  t h e  R ep lacem en t o f  L i f e  
I n s u r a n c e , N e b ra sk a  Law Review , V o l.  X L V IÏI, No. 4 .  (N e b ra s k a :  
U n i v e r s i t y  o f  N e b ra s k a ,  1 9 6 9 )» p p .  9 3 3 -3 4 .
l ^ B a i r d ,  F i e l d  News, p .  I 3 .
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TABLE 5
TRADITIONAL NET COST METHOD APPLIED TO 
FIVE PERCENT SAVINGS BANK ANALOGY
A d ju s te d  f o r  
O m i t t in g  F e d e r a l  30% Income 
Income Tax Tax
Amount i n  S a v in g s  A ccount 
a t  end o f  t e n  y e a r s $ 1 3 , 2 0 7 . 0 0 $ 1 3 , 2 0 7 . 0 0
L ess  a n n u a l  d e p o s i t s  
o n ly 1 0 , 0 0 0 . 0 0
L ess  a n n u a l  d e p o s i t s  
and income t a x e s  p a id 1 0 , 9 6 2 . 1 0
Net G ain $ 3 , 2 0 7 . 0 0 $ 2 , 2 4 4 . 9 0
SOURCEt H a ro ld  W. B a i r d ,  F i e l d  News. ( A p r i l ,  1 9 7 2 ) ,  p .  13» 
Now i f  T ab le  5 i s  c a r r i e d  f u r t h e r  andr th e  i n t e r e s t  
a d j u s t e d  c o s t  m ethod i s  a p p l i e d  t o  th e  s a v in g s  a c c o u n t ,  one 
c an  see  a n  e v e n  more d r a s t i c  r e d u c t i o n  a s  n o te d  i n  A ppend ix  IV. 
I n  A ppendix  IV , i t  i s  assum ed t h a t  th e  d e p o s i t o r  i s  i n  th e  30 
p e r c e n t  t a x  b r a c k e t  and t h a t  he c o u ld  have i n v e s t e d  h i s  money 
a t  4 p e r c e n t  n e t - a f t e r - t a x e s ,  i f  he c h o s e .  I n s t e a d  o f  a  
n e t  g a i n  o f  $ 3 , 2 0 7 . 0 0  o r  $ 2 ,2 4 4 .9 0 ,  th e  d e p o s i t o r  h a s  had  a  
n e t  l o s s  o f  $ 3 6 1 .4 1 .  I t  may seem a  l i t t l e  r i d i c u l o u s  t h a t  
i n  a  s im p le  t r a n s a c t i o n  l i k e  s a v in g  $ 1 , 0 0 0  a  y e a r  i n  a  s a v ­
i n g s  bank f o r  t e n  y e a r s ,  one h a s  th e  r e s u l t s  p o r t r a y e d  a l l  
t h e  way from  a n  i l l u s t r a t e d  g a i n  o f  $ 3 , 2 0 7  ( i g n o r i n g  income 
t a x e s ) ,  t o  a  c o s t  o f  $361 .41  u n d e r  th e  i n t e r e s t  a d j u s t e d  
c o s t  m ethod . T h is  i s  a  s p r e a d  o f  $ 3 ,3 6 8 .4 1  i n  d e s c r i b i n g  
g a i n  o r  c o s t  on th e  i d e n t i c a l  t r a n s a c t i o n .
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The p u rp o se  o f  t h i s  l a s t  s e c t i o n  i n v o lv i n g  th e  t r a d i ­
t i o n a l  n e t  c o s t  and th e  i n t e r e s t  a d j u s t e d  c o s t  m ethod i n  
com puting  th e  c o s t  o f  l i f e  i n s u r a n c e ,  i s  t o  show th e  i n a d e ­
q u a c i e s  i n  b o th  m e th o d s . I t  r a n g e s  from  th e  o v e r l y  s im p le  t o  
t h e  r i d i c u l o u s .  The i n t e r e s t  a d j u s t e d  m ethod b e g an  t o  r e ­
c e iv e  much a t t e n t i o n  a f t e r  th e  r e p o r t  o f  t h e  J o i n t  S p e c i a l  
Com mittee on L i f e  I n s u r a n c e  C o s t s  was r e l e a s e d  t o  t h e  A m eri­
can  L i f e  C o n v e n t io n ,  I n s t i t u t e  o f  L i f e  I n s u r a n c e ,  and  t h e  L i f e  
I n s u r a n c e  A s s o c i a t i o n  o f  A m erica . To b e t t e r  u n d e r s t a n d  th e  
in a d e q u a c y  o r  i n a p p r o p r i a t e n e s s  o f  th e  m ethod , t h e  f o l l o w in g  
q u o t a t i o n  from  th e  J o i n t  Committee R e p o r t  m ig h t  be h e l p f u l i
From th e  o u t s e t ,  o u r  com m ittee  r e a l i z e d  t h a t  
a l t h o u g h  no c o m p le te ly  s a t i s f a c t o r y  method h a s  
b e en  a d v an ced  o r  i s  l i k e l y  t o  b e ,  a  p r a c t i c a l  
im provem ent o v e r  th e  t r a d i t i o n a l  method i s  
a c h i e v a b l e . 3
The p o i n t  i s ,  t h a t  w henever one i s  a p p ro a c h e d  w i th  
e i t h e r  o f  t h e s e  two m ethods by an  i n s u r a n c e  a g e n t ,  he s h o u ld  
be f a m i l i a r  w i t h  th e  s h o r t - c o m in g s  o f  e a c h .  There  i s  one 
t h i n g  f o r  s u r e  a b o u t  th e  i n t e r e s t  a d j u s t e d  c o s t  m eth od , i t  
w i l l  a lw a y s  p ro d u ce  a  c o s t ,  e v e n  f o r  s a v in g  money i n  a  s a v in g s  
b a n k . I t  s h o u ld  be r e a l i z e d  t h a t  t h e  " v a lu e  o f  money" o r  
th e  " a l t e r n a t e  u se  o f  money" c o n c e p t  i s  i m p l i c i t  i n  e v e r y  
f i n a n c i a l  t r a n s a c t i o n  a  p e r s o n  m akes, w h e th e r  i t  i n v o l v e s  
th e  b o r ro w in g  o f  money t o  buy a  c a r ,  t h e  s a v in g  o f  money i n  
a  s a v in g s  b a n k , o r  e v en  i n  th e  p u r c h a s in g  o f  te rm  o r  whole 
l i f e  i n s u r a n c e .  A n o th e r  p o i n t  t h a t  m ust be r e a l i z e d  a b o u t  
t h e  t h e o r y  o f  n e t  c o s t ,  i s  t h a t  a n  a t t e m p t  i s  made t o  compute
^ E a r w a k e r ,  L i f e  I n s u r a n c e  M a rk e t in g , p .  2 .
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t h e  c o s t  o f  in s u r a n c e  o n ly  on th e  c o n d i t i o n  t h a t  t h e  i n s u r e d  
s u r v i v e s  th e  t im e  p e r i o d  in v o lv e d .  I t  d o es  n o t  t a k e  i n t o  
c o n s i d e r a t i o n  t h a t  t h e  i n s u r e d  may d ie  e a r l i e r  t h a n  e x p e c te d  
and th e  c a sh  v a lu e  w ould be f o r f e i t e d .  I n  t h a t  c a s e ,  th e  
n e t  c o s t  would be a  c o m p le te ly  d i f f e r e n t  m a t t e r .
The Use o f  P r e s e n t  Value t o  F in d  th e  
T rue C o s t  o f  L i f e  I n s u r a n c e
V-
To o b t a i n  a  more a c c u r a t e  p i c t u r e  o f  th e  c o s t  o f  l i f e  
i n s u r a n c e ,  th e  p r e s e n t  v a lu e  o f  an  a n n u i t y  s h o u ld  be u s e d .  
These c o m p u ta t io n s  a r e  p r e f i g u r e d  and a r e  a v a i l a b l e  i n  t a b l e  
fo rm . These c o m p u ta t io n s  t a k e  i n t o  c o n s i d e r a t i o n  i n f l a t i o n  
r a t e s ,  and d e te rm in e  how much f u t u r e  paym en ts  a r e  w o r th  i n  
t o d a y ' s  money. I n  a l l  t h e  c o m p u ta t io n s  t h a t  f o l lo w  c o n c e rn ­
in g  t h e  n e t  w o r th  o f  prem ium s, i t  i s  assum ed t h a t  t h e  i n t e r ­
e s t  r a t e  i s  4 p e r c e n t  f o r  a  p e r i o d  o f  tw e n ty  y e a r s .  I t  i s  
shown be low  how th e  p r e s e n t  v a lu e  o f  a n  a n n u i t y  i s  a p p l i e d  
t o  th e  t r a d i t i o n a l  n e t  c o s t  m ethod . The i n t e r e s t  f a c t o r  i s  
foun d  t o  be 1 3 . 5 9 »^^
An = R X IF  
An = $200 X 13*59 
An = $ 2 ,7 1 8
I t  i s  now n e c e s s a r y  t o  o b t a i n  th e  p r e s e n t  v a lu e  o f  
t h e  c a s h  s u r r e n d e r  v a l u e .  As shown b e low , .3 7 7  i s  t h e  i n t e r ­
e s t  f a c t o r  u se d  t o  d e te rm in e  th e  p r e s e n t  v a lu e  o f  $ 3 ,0 0 0  p a y ­
a b le  i n  tw e n ty  y e a r s ,  d i s c o u n te d  a t  4 p e r c e n t .
l 4 W eston and B righam , M a n a g e r ia l  F in a n c e , p p .  8 1 8 -8 2 1 ,
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P = V ( IF )
P = $ 3 ,0 0 0  ( .3 7 7 )
P = $ 1 ,1 3 1
U sin g  b o th  th e  p r e s e n t  v a lu e  o f  a n  a n n u i t y  and  th e  p r e s e n t  
v a lu e  o f  a  d o l l a r ,  i t  can  be c a l c u l a t e d  t h a t  th e  t r u e  c o s t  
f o r  a  t y p i c a l  s to c k  company w ould be $ 1 , 5 8 7  a s  i n d i c a t e d  
below  i n  T ab le  6 .
TABLE 6
NET COST OF A STOCK COMPANY APPLYING 
PRESENT VALUE METHODS
P r e s e n t  v a lu e  o f  an  A n n u i ty  f o r  an  
a n n u a l  $200 premium a f t e r  20 y e a r s  $ 2 ,7 1 8
Minus th e  p r e s e n t  v a lu e  o f  th e  C .S .V . 1 , 1 3 1
N et c o s t  o f  a  s t o c k  company a p p ly in g  
p r e s e n t  v a lu e  m ethods $ 1 ,5 8 7
T h is  f i g u r e  i s  $587 more t h a n  th e  t r a d i t i o n a l  n e t
c o s t  m ethod w i t h o u t  u s i n g  p r e s e n t  v a l u e .  When p r e s e n t  v a lu e
i s  a p p l i e d  t o  th e  premiums o f  a  t y p i c a l  m u tu a l  company, i t  i s
fo u n d  t h a t  i n  o r d e r  t o  o b t a i n  " f r e e "  i n s u r a n c e ,  t h e  d iv id e n d s
w ould have t o  be s u b s t a n t i a l l y  more t h a n  u n d e r  th e  t r a d i t i o n a l
n e t  c o s t  m ethod . Of c o u r s e ,  t h i s  amount o f  money can  n e v e r
be g u a r a n t e e d .  Shown below i s  th e  p r e s e n t  v a lu e  o f  a n  a n n u i t y
f o r  a n  a n n u a l  $250  premium a f t e r  tw e n ty  y e a r s ,  a s  a p p l i e d  t o
a  t y p i c a l  m u tu a l  company. A ga in  th e  i n t e r e s t  f a c t o r  i s  1 3 . 5 9 *
An = R X IF  
An = $250  X 1 3 .5 9  
An = $ 3 , 3 9 7 .5 0
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T h is  amount m inus th e  p r e s e n t  v a lu e  o f  th e  c a s h  
s u r r e n d e r  v a lu e  t h a t  was c a l c u l a t e d  p r e v i o u s l y  am ounts  t o  
a  n e t  c o s t  o f  $ 2 ,2 6 6 .5 0 #  T h is  i s  t h e  am ount th e  d iv id e n d s  
m ust be i n  o r d e r  t o  o b t a i n  " f r e e "  in s u r a n c e  a s  m u tu a l  com­
p a n i e s  c l a im .  The c a l c u l a t i o n s  a r e  p r e s e n t e d  below  i n  
T a b le  7 .
TABLE 7
NET COST OF A MUTUAL COMPANY APPLYING 
PRESENT VALUE METHODS
P r e s e n t  v a lu e  o f  a n  a n n u i t y  f o r  a n  
a n n u a l  $250  premium a f t e r  20 y e a r s  $ 3 »397*50
Minus th e  p r e s e n t  v a lu e  o f  t h e  C .S .V . 1 ,1 3 1 ,0 0
N et c o s t  o f  a  m u tu a l  company a p p ly in g  
p r e s e n t  v a lu e  m ethods $2 , 2 6 6 . 5 0
The i n t e r e s t  a d j u s t e d  c o s t  method t h a t  was e x p l a i n e d
p r e v i o u s l y  h a s  g iv e n  a  t r u e r  c o s t  f i g u r e  t h a n  th e  t r a d i t i o n a l  
n e t  f i g u r e .  I f  p r e s e n t  v a lu e  i s  a p p l i e d  t o  th e  i n t e r e s t  
a d j u s t e d  c o s t  m ethod , th e  m ost r e a l i s t i c  p i c t u r e  o f  th e  c o s t  
o f  l i f e  in s u r a n c e  s h o u ld  be o b t a i n e d .  T h is  i s  p r e s e n t e d  
below  i n  T ab le  8 , w i t h  th e  i n t e r e s t  f a c t o r  a t  13*59* d i s ­
c o u n te d  a t  f o u r  p e r c e n t  f o r  tw e n ty  y e a r s .  The s t o c k  company 
exam ple  w i l l  be u se d  b e c a u se  o f  th e  c e r t a i n t y  o f  t h e  premium*
So i t  h a s  b een  shown t h a t  by u s i n g  p r e s e n t  v a lu e  
t e c h n i q u e s ,  th e  c o s t  o f  in s u r a n c e  h a s  b een  c a l c u l a t e d  t o  be 
more e x p e n s iv e  t h a n  e i t h e r  th e  t r a d i t i o n a l  n e t  c o s t  o r  th e  
i n t e r e s t  a d j u s t e d  c o s t  m e th o d s .  By u s i n g  p r e s e n t  v a l u e ,  
a lo n g  w i t h  i n t e r e s t  a d j u s t e d  c o s t s ,  t h e  " t r u e "  c o s t  o f  l i f e  
i n s u r a n c e  can  a c t u a l l y  be a c h ie v e d *
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TABLE 8
NET COST OP THE INTEREST ADJUSTED COST USING 
PRESENT VALUE FOR A STOCK COMPANY
P r e s e n t  v a lu e  o f  an  a n n u i t y  f o r  a n  
a n n u a l  $200 premium a f t e r  20 y e a r s  $ 2 ,7 1 8
Compound i n t e r e s t  a t  4^  l o s t  by 
p o l i c y h o l d e r  on th e  a n n u a l  a v e ra g e  
i n c r e a s e  o f  $150 on  th e  C .S .V . f o r  
20 y e a r s  $ 1 ,4 6 ?
T o t a l  g r o s s  c o s t  f o r  20 y e a r s  $ 4 ,1 8 5
Minus th e  p r e s e n t  v a lu e  o f  th e  C .S .V . $ 1 ,13 1
Net c o s t  o f  th e  i n t e r e s t  a d j u s t e d  
c o s t  u s in g  p r e s e n t  v a lu e  $3 »054
O b ta in in g  th e  D i f f e r e n c e  A f t e r  Becoming D is a b le d
As n o te d  p r e v i o u s l y ,  b o th  whole l i f e  and te rm  i n ­
s u ra n c e  may have a  w a iv e r -o f -p re m iu m  c la u s e  i n c l u d e d .  One 
c o n t r o v e r s y  p o i n t s  o u t  a n o t h e r  p ro b le m — i f  th e  te rm  p o l i c y ­
h o l d e r  becomes d i s a b l e d ,  th e  i n s u r a n c e  i s  a u t o m a t i c a l l y  p a id  
by  th e  in s u r a n c e  company, b u t  where d oes  th e  money come from  
t o  i n v e s t ,  t h a t  i s ,  " th e  d i f f e r e n c e " ?
T here  a r e  a t  l e a s t  t h r e e  ways a v a i l a b l e  t o  p r o t e c t  
o n e ' s  income i n  c a se  o f  d i s a b i l i t y .  The i n s u r e d  c o u ld  be 
c o v e re d  u n d e r  one o r  a  c o m b in a t io n  o f  a l l  t h r e e  o f  th e  f o l l o w ­
i n g  p l a n s ,  s o c i a l  s e c u r i t y ,  w orkm en 's  c o m p e n sa t io n ,  and  a  
wage p r o t e c t i o n  p l a n .
S o c i a l  S e c u r i t y  B e n e f i t s
The m ost p o p u la r  way t o  h e lp  make up th e  d i f f e r e n c e  
i n  prem ium s, t h a t  may be l o s t  due t o  d i s a b i l i t y ,  i s  th r o u g h
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s o c i a l  s e c u r i t y  b e n e f i t s .  F o r  a  w o rk e r  and h i s  f a m i ly  t o  
g e t  m o n th ly  c a s h  paym ents  b e c a u se  o f  d i s a b i l i t y ,  a  c e r t a i n  
amount o f  c r e d i t  f o r  work m ust be e a r n e d  u n d e r  s o c i a l  s e c ­
u r i t y .  T h is  c r e d i t  may have b e e n  e a r n e d  a t  any t im e  a f t e r  
1 9 3 6 . Most n o n - fa rm  em ployees  g e t  c r e d i t  f o r  one q u a r t e r  
y e a r  o f  work i f  t h e y  a r e  p a id  f i f t y  d o l l a r s  o r  more i n  a  
t h r e e  month c a l e n d a r  y e a r .  A ls o ,  a  p e r s o n  may r e c e i v e  a  
f u l l  y e a r  o f  c r e d i t  i f  h i s  s e l f -e m p lo y m e n t  n e t  income i s  
$400 o r  more i n  a  y e a r .  I n  a d d i t i o n ,  an y  employee who e a r n s  
th e  maximum w ages c r e d i t a b l e  f o r  s o c i a l  s e c u r i t y  f o r  a  y e a r  
($ 9 , 0 0 0  f o r  1972  and  l a t e r )  r e c e i v e s  a  f u l l  y e a r  o f  c r e d i t ,  
ev en  i f  t h e  w o rk e r  i s  em ployed o n ly  p a r t  o f  th e  y e a r . ^ ^
H aving  c r e d i t  f o r  s u f f i c i e n t  work means o n ly  t h a t  c e r t a i n  
k i n d s  o f  b e n e f i t s  may be p a y a b le ,  i t  do es  n o t  d e te rm in e  th e  
am ount. The amount w i l l  be d e p e n d e n t  on th e  w o r k e r ' s  a v e r ­
age e a r n i n g s  c o v e re d  by s o c i a l  s e c u r i t y .  The maximum f a m i ly  
paym ent f o r  a  d i s a b l e d  w o rk e r ,  a  w i fe  u n d e r  s i x t y - f i v e ,  and 
one c h i l d  w i th  a  F . I .C .A .  t a x a b l e  income o f  $ 9 ,0 0 0  am ou n ts  t o  
$6 2 0 .4 0 .1*
Workmen's C om pensa tion
The p o l i c y h o l d e r  may a l s o  be em ployed on a  jo b  t h a t  
i s  c o v e re d  by th e  w orkm en 's  c o m p e n sa t io n  l e g i s l a t i o n .  T h is  
l e g i s l a t i o n  p r e s c r i b e s  a  m o n th ly  b e n e f i t  p a y a b le  t o  a  w o rk e r
l % b i d .
l* G ray c e  K e l l e r ,  p e r s o n a l  i n t e r v i e w  w i th  a  S o c i a l  
S e c u r i t y  r e c e p t i o n i s t .  G r e a t  F a l l s ,  M ontana, June 1972.
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
4 4
who h a s  become d i s a b l e d  b e ca u se  o f  an  a c c i d e n t  w h ich  o c c u r r e d  
i n  th e  c o u rs e  o f  and  a r i s i n g  o u t  o f  e m p l o y m e n t . T h e  law s  
a l s o  c o n t a i n  p r o v i s i o n s  f o r  th e  paym ent o f  m e d ic a l  e x p e n s e s  
c o n n e c te d  w i th  an  i n j u r y ,  a p a r t  from  an y  income r e c e i v e d  
b e c a u se  o f  d i s a b i l i t y .  Income paym en ts  f o r  d i s a b i l i t y  a r e  
u s u a l l y  p a id  w eek ly  i n  am ounts a p p r o x im a te ly  t w o - t h i r d s  o f  
th e  a v e ra g e  w eek ly  wages a t  t h e  t im e  t h e  i n j u r y  o c c u r r e d .
T h is  f i g u r e  i s  s u b j e c t  t o  a  w e ek ly  maximum and may a l s o  be 
s u b j e c t  t o  l i m i t s  on th e  d u r a t i o n  o f  paym en ts  aind t h e  t o t a l  
am ount p a y a b l e .  Because o f  t h e s e  l i m i t a t i o n s ,  w orkm en 's  
c o m p e n sa t io n  paym ents a lo n e  w ould  p ro v e  t o  be in a d e q u a te  
f o r  p r o v i d i n g  th e  d i f f e r e n c e  t o  i n v e s t .
Wage P r o t e c t i o n  P la n
The t h i r d  p o s s i b l e  way t o  p r o t e c t  o n e ' s  income upon 
becom ing d i s a b l e d  would be th e  p u rc h a s e  o f  a  wage p r o t e c t i o n  
p l a n  from  an  in s u r a n c e  company. I f  one does  n o t  f e e l  t h a t  
e i t h e r  s o c i a l  s e c u r i t y  o r  th e  w orkm en 's  c o m p e n sa tio n  o r  b o th  
p r o v i d e s  enough  t o  c o v e r  th e  d i f f e r e n c e  f o r  th e  i n v e s tm e n t s  
t h a t  w ould o th e r w is e  have b e en  made, t h i s  p l a n  may be a p p r o ­
p r i a t e .  Wage p r o t e c t i o n  can  be com pared t o  an  a n n u i t y  p r o ­
v i d i n g  a  f i x e d  income f o r  t h e  l i f e  o f  th e  i n s u r e d ,  b u t  i n  
t h i s  c a s e ,  th e  i n s u r e d  r e c e i v e s  th e  paym ents  upon p r o o f  o f  
d i s a b i l i t y .
p .  1 5 1 .
Hammond and  W il l ia m s ,  E s s e n t i a l s  o f  L i f e  I n s u r a n c e ,
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A Package P o l i c y  -  I n s u r a n c e  P lu s  In v e s tm e n ts
One in s u r a n c e  company, whose r e p r e s e n t a t i v e  was 
i n t e r v i e w e d ,  A m erican  W e s te rn ,  com bines th e  m onies c o l l e c t e d  
from  th e  i n s u r e d  f o r  te rm  in s u r a n c e  and  m u tu a l  fu n d s  i n t o  a  
s i n g l e  prem ium. I f  th e  i n s u r e d  becomes d i s a b l e d ,  th e  w a iv e r  
o f  premium c la u s e  p r o v i d e s  th e  paym ents  n e ed e d  f o r  b o th  th e  
te rm  in s u r a n c e  and  th e  in v e s tm e n t  i n  m u tu a l  f u n d s .
The d e c i s i o n  t o  buy a  p a r t i c u l a r  p o l i c y  i s  v e r y  su b ­
j e c t i v e ,  i t  c e r t a i n l y  depends  upon w ha t th e  p e r s o n  w a n ts  and  
t h i n k s  a b o u t  th e  p o l i c y .  I f  a  p e r s o n  i s  n o t  a d e q u a te ly  
c o v e re d  u n d e r  an y  o r  a l l  p l a n s ,  and i f  c o n s id e r e d  " a c c i d e n t  
p r o n e " ,  i t  may be a d v i s a b l e  t o  buy a  l i m i t e d  l i f e  p o l i c y  to  
age s i x t y - f i v e  and t o  f o r g e t  a b o u t  i n v e s t i n g  th e  d i f f e r e n c e  
i n  p rem ium s. I f  more money i s  n eed ed  t h a n  t h a t  s u p p l i e d  by 
th e  above p l a n s ,  t h e  p e rm a n en t  p o l i c y  can  be c a sh e d  i n  f o r  
t h e  c a s h  s u r r e n d e r  v a l u e s ,  p r o v i d in g  a  f i x e d  income f o r  
s p e c i f i e d  number o f  y e a r s .  I t  seems r e a s o n a b le  t o  assume 
t h a t  an y  income coming i n t o  th e  house a f t e r  becom ing d i s a b l e d  
w ould be b e t t e r  p u t  t o  u se  f o r  n e c e s s i t i e s  and a m e n i t i e s  t h a n  
u s i n g  th e  l i m i t e d  amount o f  income f o r  i n v e s tm e n t s .
I f  a  p e r s o n  c o u ld  f o r e c a s t  a n  a c c i d e n t  t h a t  w ould 
c au se  d i s a b i l i t y ,  t h e  optimum d e c i s i o n  w ould be t o  p u rc h a s e  
a  te rm  p o l i c y  w i t h  a  w a iv e r  o f  premium c l a u s e ,  p l u s  th e  
p u rc h a s e  o f  a  wage p r o t e c t i o n  p l a n  one month b e fo re  becom ing 
d i s a b l e d .  B u t ,  o f  c o u r s e ,  t h i s  i s  n o t  p o s s i b l e  and  i t  i s  
t h i s  g r e a t  m y s te ry  o f  th e  unknown o r  f u t u r e  e x p e c t a t i o n s
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t h a t  makes th e  d e c i s i o n  o f  w hich  p o l i c y  t o  bu y , v e r y  s u b j e c ­
t i v e .  T h is  b e in g  th e  c a s e ,  th e  m ost p r a c t i c a l  p o l i c y  t o  buy 
would be th e  c o m b in a t io n  o f  te rm  in s u r a n c e  p l u s  m u tu a l  f u n d s ,  
a s  o f f e r e d  by A m erican  W es te rn .  The w a iv e r  o f  premium c l a u s e  
would c o v e r  b o th  th e  in s u r a n c e  and  t h e  i n v e s tm e n t s  and t h e r e  
would be no n eed  t o  w o rry  where th e  d i f f e r e n c e  would come 
from .
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CHAPTER V
INTERVIEWS WITH LIFE INSURANCE AGENTS SELLING 
POLICIES IN GREAT FALLS, MONTANA
D u rin g  th e  m onths o f  A p r i l ,  May and June o f  19?2 , 
e x t e n s i v e  i n t e r v i e w s  were made t o  g a i n  a  b e t t e r  u n d e r s t a n d ­
in g  o f  l i f e  i n s u r a n c e  and t o  o b t a i n  v a r i o u s  p o i n t s  o f  v iew  
c o n c e rn in g  many p o l i c i e s  and  c o n t r o v e r s i e s .  The f o l l o w in g  
i n f o r m a t i o n  c o n s i s t s  o f  th e  i m p r e s s io n s  o f  th e  e x p e r i e n c e s  
t h a t  w ere o b t a i n e d  by  i n t e r v i e w i n g  l i f e  in s u r a n c e  a g e n t s .
A l i s t i n g  o f  th e  m u tu a l  and  s to c k  l i f e  in s u r a n c e  co m pan ies  
and  t h e i r  a g e n t s  i s  i n c lu d e d  i n  A ppendix  V.
D e a l in g  W ith The Agent
I t  seems a s  th o u g h  th e  a g e n t  h a s  b e en  t r a i n e d  by 
m a s te r s  i n  th e  a r t  o f  s a l e s m a n s h ip ,  and  e v e r y t h i n g  t h a t  
m ig h t be a t  a l l  d i s t a s t e f u l  t o  a  p r o s p e c t i v e  b u y e r  h a s  b e en  
e l i m i n a t e d  i n s o f a r  a s  t h a t  h a s  b een  p o s s i b l e .  He h a s  b een  
g iv e n  a c t u a r i a l  k no w ledg e , i n c l u d i n g  a  v o c a b u la r y  t h a t  one 
may n o t  u n d e r s t a n d .  S k i l l e d  m a th e m a t ic ia n s  have d e v is e d  
means f o r  com p arin g  h i s  p o l i c i e s  a d v a n ta g e o u s ly  w i t h  th o s e  
o f  a lm o s t  an y  o t h e r  company. He i s  c o n v in c e d  t h a t  w ha t he 
i s  d o in g  i s  i n  th e  b e s t  i n t e r e s t  o f  th e  p r o s p e c t i v e  b u y e r .  
H is  c o n v i c t i o n s  o r d i n a r i l y  a r e  b e l i e v e d  t o  be s i n c e r e ,  b u t
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t h i s  does  n o t  n e c e s s a r i l y  im p ly  t h a t  t h e y  a r e  c o r r e c t .
F i n a l l y ,  he i s  r e c e i v i n g  f a i r l y  h ig h  pay  f o r  s e l l i n g  i n s u r ­
a n c e .  H is  co m m issions  re w a rd  him w e l l  f o r  p e r s u a d i n g  one 
t o  buy o r  r e t a i n  an  in s u r a n c e  p o l i c y ,  e s p e c i a l l y  a  “perm a­
nent** p o l i c y .  New York i n s u r a n c e  law s  w h ich  m ost l a r g e  i n s u r ­
an ce  com pan ies  a b id e  b y ,  r e s t r i c t  t h e  a g e n t s  com m ission  t o  
5 5 “p e r c e n t  o f  th e  f i r s t  y e a r ' s  prem ium . The a g e n t s ,  th o u g h ,  
c an  a c t u a l l y  a c q u i r e  100 p e r c e n t .  The a g e n t s  c an  g e t  5 p e r ­
c e n t  o f  th e  f i r s t  y e a r ' s  prem ium, f o r  th e  n e x t  n in e  y e a r s  
by  k e e p in g  th e  in s u r a n c e  i n  f o r c e  f o r  t h a t  l o n g .  O b v io u s ly ,  
how ever good h i s  i n t e n t i o n s  may b e ,  t h e  a g e n t  i s  h a r d l y  a  
d i s i n t e r e s t e d  p a r t y .
The Type o f  P o l i c y  F a v o red  Most by A g en ts
A f t e r  a l l  t h e  i n t e r v i e w s ,  i n  w hich  t h e  m ain  q u e s t i o n  
was w hich  ty p e  o f  i n s u r a n c e  p l a n  th e  a g e n t  th o u g h t  w ould  be 
th e  b e s t  p o s s i b l e  ( k e e p in g  i n  mind th e  p u rp o se  o f  l i f e  i n s u r ­
a n c e ) ,  o n ly  one o u t  o f  th e  e l e v e n  a g e n t s  recommended te rm  
w i t h  th e  d i f f e r e n c e  i n v e s t e d .  T h is  a g e n t  r e p r e s e n t s  th e  
A m erican  W este rn  L i f e  I n s u r a n c e  Company, w h ich  i s  a  s t o c k  
company, o p e r a t i n g  o u t  o f  S a l t  Lake C i t y .  A m erican  W e s t e r n 's  
a g e n t  a d v is e d  b u y in g  a  d e c r e a s i n g  te rm  p o l i c y  t o  age  s i x t y -  
f i v e  and i n v e s t i n g  t h e  d i f f e r e n c e  i n  m u tu a l  f u n d s .  The i d e a  
b e in g ,  t h a t  a s  one g e t s  o l d e r  h i s  i n s u r a n c e  n e e d s  s h o u ld  l e s s e n  
i f  he h as  i n v e s t e d  w e l l  a l l  th r o u g h  th e  y e a r s . ^
^ C a r l  D. H eishm an, p e r s o n a l  i n t e r v i e w  w i th  an  A m erican  
W este rn  a g e n t .  G r e a t  F a l l s ,  M ontana, A p r i l ,  I 9 7 2 .
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The o p in io n s  o f  t h e  o t h e r  t e n  l i f e  in s u r a n c e  a g e n t s ,  
from  b o th  m u tu a l  and s to c k  c o m p a n ie s ,  were u n a n im o u s ly  i n  
f a v o r  o f  a  whole l i f e  p o l i c y .  T h e i r  comments g e n e r a l l y  w en t 
a lo n g  th e  l i n e  t h a t  i f  one happened  t o  know he w ould d i e  i n  
t h e  e a r l y  y e a r s  o f  c o n t r a c t ,  t h e n  te rm  in s u r a n c e  w ould  c e r ­
t a i n l y  be s u p e r i o r  t o  whole l i f e .  A lso  th e  g e n e r a l  a g re e m e n t  
was t h a t  th e  odds were a g a i n s t  one d y in g  w i t h i n  t h e  y e a r s  o f  
th e  c o n t r a c t ,  t h e n  a t  age s i x t y - f i v e  he w ould  be w i t h o u t  i n ­
s u r a n c e .  When th e  f a c t  was b ro u g h t  t o  t h e i r  a t t e n t i o n  t h a t  
d e c r e a s i n g  te rm  i n s u r a n c e  c o u ld  g iv e  t h e  same amount o f  p r o ­
t e c t i o n  o r  more a t  a  lo w e r  c o s t ,  t h e y  a l l  g o t  o u t  t h e i r  
p e n c i l s  and p a p e r  t o  show how n e t  c o s t  e f f e c t e d  t h e i r  p a r ­
t i c u l a r  p o l i c y .  One a g e n t  had a  v e r y  good p o i n t .  He s t a t e d ,  
"Y es , i t  i s  v e r y  w e l l  and good t o  buy te r ra  and i n v e s t  t h e  
d i f f e r e n c e ,  b u t  w i l l  th e  p e o p le  r e a l l y  i n v e s t  th e  d i f f e r e n c e ?
I f ,  by c h a n c e ,  t h e y  do i n v e s t  t h e  d i f f e r e n c e ,  w i l l  he be a b l e
2
t o  sav e  t h e  p r o f i t s  t o  age  s i x t y - f i v e ? "  These q u e s t i o n s  a r e  
w e l l  t a k e n  b u t  i t  i s  n o t  th e  p u rp o se  o f  t h i s  p a p e r  t o  p e r s u a d e  
p e o p le  t o  i n v e s t  th e  d i f f e r e n c e  o r  t o  a c c u m u la te  th e  p r o f i t s  
f o r  a  t im e  when th e  money w ould  be b e s t  s p e n t .  I t  i s  t h e  
p u rp o se  t o  t a k e  a  t r u l y  o b j e c t i v e  lo o k  a t  t h e  s e v e r a l  t y p e s  
o f  p o l i c i e s  a v a i l a b l e  and  d e te rm in e  w hich  would be th e  b e s t  
i f  h a n d le d  c o r r e c t l y .  The n e x t  c h a p t e r  d e a l s  s p e c i f i c a l l y  
w i th  c o m p a r iso n  o f  whole l i f e  and d e c r e a s i n g  te rm  i n s u r a n c e  
w i th  t h e  d i f f e r e n c e  i n v e s t e d  i n  v a r i o u s  w ays.
2
James M. M i l l e r ,  a  p e r s o n a l  i n t e r v i e w  w i th  a  S t a t e  
Farm I n s u r a n c e  a g e n t .  G r e a t  F a l l s ,  M ontana, May, 1972.
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CHAPTER VI
WHOLE LIFE VERSUS TERM WITH THE DIFFERENCE INVESTED
I n  an  overw helm ing  m a j o r i t y  o f  f a m i l i e s ,  t h e  n eed  i s  
n o t  i n s u r a n c e  beyond r e t i r e m e n t  b u t  a d e q u a te  r e t i r e m e n t  i n ­
come. S o c i a l  s e c u r i t y  b e n e f i t s  a lo n e  a r e  n o t  enough i n  m ost 
c a s e s .  Some c o u p le s  can  c o u n t  on a  company p e n s io n  o r  a  
v e t e r a n ’ s p e n s io n  f o r  th e  r e s t  o f  t h e i r  n e e d s .  But i t  i s  
s a f e  t o  s a y  t h a t ,  f o r  a  t y p i c a l  c o u p le ,  any c o m fo r ts  beyond 
b a re  s u b s i s t e n c e  i n  o ld  a g e ,  e v en  i n  t h i s  e r a  o f  M ed icare  
and  o t h e r  r i s i n g  s o c i a l  b e n e f i t s ,  w i l l  depend on th e  amount 
o f  money th e y  a r e  a b le  t o  p u t  a s i d e  b e f o r e  t h e i r  r e t i r e m e n t . ^
A " c a s h  v a lu e "  o r  whole l i f e  i n s u r a n c e  p o l i c y  i s  c e r t a i n l y  
one way o f  s a v in g  up f o r  o ld  a g e .  The p e r t i n e n t  q u e s t i o n  th e n  
i s —w h e th e r  th e  amount o f  money p u t  i n t o  th e  whole l i f e  p o l i c y  
c o u ld  be u se d  more e f f e c t i v e l y  i f  i t  were s p e n t  on lo w e r  p r e ­
mium te rm  and th e  d i f f e r e n c e  were i n v e s t e d  i n  some way.
D i f f e r e n c e  I n v e s t e d  i n  a  S a v in g s  Bank
F o r p u r p o s e s  o f  c o m p a r is o n ,  suppose  two men w an ted  t o  
sav e  f o r  r e t i r e m e n t  w h i le  a t  t h e  same t im e  p ro v id e  t h e i r  
f a m i l i e s  an  e s t a t e  o f  a t  l e a s t  $50»000» Suppose b o th  men
^ E d i t o r s  o f  Consumer R e p o r t ,  L i f e  I n s u r a n c e , p p .  7 2 - 3 .
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d e v o te d  th e  same amount o f  money n e e d e d  t o  pay  f o r  a  $5 0 , 0 0 0  
whole l i f e  p o l i c y ,  how ever, o n ly  one man a c t u a l l y  b o u g h t  
t h a t  p o l i c y .  The o t h e r  b o u g h t  a  $ 5 0 ,0 0 0  f i v e  y e a r  re n e w a b le  
te rm  p o l i c y ,  and  i n  a d d i t i o n ,  e i t h e r  i n v e s t e d  th e  d i f f e r e n c e  
i n  a  s a v in g s  a c c o u n t  o r  i n  a  m u tu a l  fu n d .  I t  was a l s o  a s ­
sumed t h a t  b o th  t h e  men were t w e n t y - f i v e  y e a r s  o f  age  and
th e  premiums were th o s e  f o r  p o l i c i e s  i s s u e d  i n  19?1  by t h e
2
C o n n e c t ic u t  G e n e ra l  L i f e  I n s u ra n c e  Company. R a th e r  t h a n  
compare p a r t i c i p a t i n g  p o l i c i e s ,  s e l e c t e d  n o n - p a r t i c i p a t i n g  
p o l i c i e s  w ere u se d  b e c a u se  t h e  p o l i c y h o l d e r ' s  a n n u a l  c a s h  
o u t l a y  was f i x e d  and g u a ra n te e d  by th e  i n s u r a n c e  c o n t r a c t .  
C om parisons  i n v o lv i n g  p a r t i c i p a t i n g  p o l i c i e s  a r e  u n r e l i a b l e ,  
t h e i r  a n n u a l  prem iums a r e  c o n s i d e r a b l y  h i g h e r  and a l t h o u g h  
d iv id e n d s  re d u c e  th e  n e t  o u t l a y  o v e r  t h e  y e a r s ,  o u t l a y  w i l l  
be s u b j e c t  t o  f l u c t u a t i o n s  i n  th e  d i v i d e n d s .
I t  h a s  been  shown i n  A ppendix  V t h a t  th e  i n s u r a n c e  
e s t a t e  o f  th e  whole l i f e  p o l i c y h o l d e r  r e m a in s  a t  $ 5 0 , 0 0 0  
f o r  a s  lo n g  a s  he k e e p s  p a y in g  h i s  p rem ium s. But t h e  e s t a t e  
o f  th e  man w i th  f i v e  y e a r  te rm  in s u r a n c e  s t a r t s  g o in g  above 
$ 5 0 , 0 0 0  a s  soon  a s  he p a y s  h i s  f i r s t  y e a r ' s  premium and 
d e p o s i t s  h i s  s a v in g s  a t  i n t e r e s t ,  o r  he i n v e s t s  i n  s e c u r i t i e s  
a t  n e t  6 p e r c e n t ,  ( s e e  A ppendix  V I I ) .  To k eep  th e  two e s t a t e s  
c lo s e  t o  e q u a l ,  t h e  te rm  p o l i c y h o l d e r  m ust re d u c e  th e  s i z e  o f  
h i s  p o l i c y  p e r i o d i c a l l y .  T h is  i s  so m e th in g  t h a t  e v e r y  p o l i c y ­
h o l d e r  h a s  th e  u n q u e s t io n e d  r i g h t  t o  do i n  h i s  c o n t r a c t .
^ I b i d . .  p .  7 3 .
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The p o l i c y h o l d e r  r e d u c e s  h i s  in s u r a n c e  co v e rag e  e v e r y  f i f t h  
y e a r  t o  t h e  p o i n t  where th e  i n s u r a n c e  p l u s  h i s  a c c u m u la te d  
s a v in g s  b r i n g  h i s  t o t a l  e s t a t e  down t o  a b o u t  $$0 ,0 00  a g a i n .  
For th e  sake  o f  s i m p l i c i t y ,  i t  i s  assum ed th e  in s u r a n c e  
r e d u c e s  i n  s t e p s  o f  $ 1 ,0 0 0 .
The c r u c i a l  f a c t o r  i n  th e  c o m p a r iso n  i s  th e  assum ed 
r e t u r n  on in v e s tm e n t  o f  th e  te rm  p o l i c y h o l d e r ' s  s a v i n g s .
How much w ould s a v in g s  have t o  e a r n ,  i n  o t h e r  w ords , t o  k eep  
up  w i t h  o r  s u r p a s s  th e  c a sh  v a l u e s  i n  th e  whole l i f e  p o l i c y ?  
The f i r s t  a s s u m p t io n  i s  t h a t  th e  money w i l l  r e t u r n  4 p e r c e n t  
a n n u a l l y  a f t e r  t a x e s .  Money d e p o s i t e d  i n  f e d e r a l l y  i n s u r e d  
s a v in g s  c e r t i f i c a t e s  o r  U .S . S a v in g s  Bonds would e a r n  a t  
l e a s t  t h a t  much a f t e r  t a x e s  on th e  income o f  most A m erican  
f a m i l i e s  i f  t h o s e  s a v in g s  i n s t r u m e n t s  p a i d ,  o v e r  a  p r o lo n g e d  
p e r i o d ,  5*5 t o  6 p e r c e n t  i n t e r e s t ,  a s  t h e y  d id  i n  th e  l a t e  
1 9 6 0 ' s  and e a r l y  1970*s . ^  O b v io u s ly ,  t h o s e  r a t e s  a r e  n o t  
g u a r a n t e e d ,  a  s h a r p  r e v e r s a l  o f  econom ic  c o n d i t i o n s  c o u ld  
d e p r e s s  them  below  4 p e r c e n t .  N e v e r t h e l e s s ,  t h a t  may be a  
r a t h e r  s t a b l e  f i g u r e  v iew ed  a g a i n s t  l o n g - te r m  m o n e ta ry  p r o s ­
p e c t s .  The c o m p a r iso n  i s  be tw een  n e t  s a v i n g s  a f t e r  t a x e s  
and in s u r a n c e  c a s h  v a l u e s  g ro w in g  t a x  f r e e .  E v e n t u a l l y ,  th e  
c a sh  v a l u e s  o f  th e  p o l i c y  w i l l  e x c e e d  th e  t o t a l  prem ium s 
p a id  i n  and  t h a t  e x c e s s  i s  t a x a b l e  when th e  p o l i c y  i s  c a s h e d  
i n .  T h u s , th e  n e t  c a s h  v a lu e  o f  th e  whole l i f e  p o l i c y  i n  
i t s  l a t e r  y e a r s  may be somewhat l e s s  t h a n  i s  shown i n  t h e
^I b i d . ,  p .  7 ^ .
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c o m p a r is o n .  How much l e s s  w ould  depend  on th e  p o l i c y h o l d e r ' s  
t a x  b r a c k e t  i n  th e  y e a r  he w ith d re w  th e  fu n d  and on w h e th e r  
he d e c id e d  t o  t a k e  th e  c a s h  v a lu e  o r  c o n v e r t  i t  t o  a  l i f e ­
t im e  a n n u i t y .  As c an  be n o te d  i n  A ppendix  V I. t h e  p o l i c y ­
h o l d e r  would  have a  t o t a l  e s t a t e  o f  $ 5 6 , 3 0 8  a t  age s i x t y - f o u r ,  
b u t  a t  age s i x t y - f i v e ,  th e  in s u r a n c e  p o r t i o n  o f  h i s  packag e  
d ro p s  and  he h a s  a  t o t a l  e s t a t e  o f  o n ly  $3 3 »3 0 8 .
D i f f e r e n c e  I n v e s t e d  a t  E q u iv a l e n t  
Of Net S ix  P e r c e n t
As a n o th e r  b a s i s  f o r  c o m p a r is o n ,  assume th e  te rm  
p o l i c y h o l d e r ' s  e s t a t e  r e c a l c u l a t e d  on th e  a s s u m p t io n  t h a t  
th e  s a v in g s  e a r n  a  n e t  a n n u a l  r e t u r n  o f  6 p e r c e n t ,  ( s e e  
A ppendix  V I I ) .  An i n v e s t o r  w i t h  t h a t  o b j e c t i v e  m ig h t  have 
t o  r i s k  p u t t i n g  a  s i z a b l e  p a r t  o f  h i s  s a v i n g s  i n t o  th e  s t o c k  
m a rk e t  o r  some o t h e r  s p e c u l a t i v e  v e n t u r e ,  p e rh a p s  r e a l  e s ­
t a t e .  Some p e o p le  who ta k e  th e  r i s k  a r e  e m in e n t ly  s u c c e s s ­
f u l ;  o t h e r s  l o s e  a  s u b s t a n t i a l  am ount. I n  r e c e n t  y e a r s ,  
how ever, h ig h  g ra d e  c o r p o r a t e  bonds have b een  a v a i l a b l e  a t  
lo n g - te r m  y i e l d s  up t o  9 p e r c e n t  and  t r i p l e - A - r a t e d  t a x  
exem pt m u n ic ip a l  bonds a t  y i e l d s  o f  6 p e r c e n t  and h i g h e r . ^
For a  s k i l l f u l  y e t  c o n s e r v a t i v e  i n v e s t o r ,  t h e n ,  a  n e t  r e t u r n  
o f  6 p e r c e n t  i s  a  r e a s o n a b le  t a r g e t ,  a l t h o u g h  no one c an  be 
s u re  how th e  money m ark e t  o r  t h e  s t o c k  m a rk e t  w i l l  behave  i n  
th e  f u t u r e .
C h a r le s  C. A b ern ath y , J r . ,  a  p e r s o n a l in t e r v ie w  w ith  
a D. A. D a v id so n  & C o ., s to c k b r o k e r . G reat F a l l s ,  M ontana, 
J u n e , 1 9 7 2 .
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W ith h i s  s a v in g s  g ro w in g  a t  6 p e r c e n t  p e r  y e a r ,  th e  
te rm  p o l i c y h o l d e r  i n  th e  c o m p a r iso n  c o u ld  c u t  down on h i s  
i n s u r a n c e  much more r a p i d l y  t h a n  a t  a  4 p e r c e n t  r a t e  o f  
r e t u r n .  I n  A ppendix  V I I ,  one can  n o te  t h a t  a t  age s i x t y - o n e ,  
th e  i n s u r a n c e  p o r t i o n  o f  th e  c o n t r a c t  d ro p s  and he c o n t i n u e s  
t o  i n v e s t  i n  t h i s  exam ple t o  age s i x t y - f i v e ,  w hereby th e  
p o l i c y h o l d e r  would t h e n  have a c c u m u la te d  a  t o t a l  e s t a t e  o f
$6 6 , 5 1 6 .
I t  i s  n o t  t h e  p r i c e  d i f f e r e n c e  be tw een  p o l i c i e s  t h a t  
m a t t e r s  m ost i n  d e c id in g  w h e th e r  t o  buy whole l i f e  o r  te rm  
i n s u r a n c e .  Of f i r s t  im p o r ta n c e  i s  f o r  e a c h  f a m i ly  t o  have 
a l l  t h e  i n s u r a n c e  p r o t e c t i o n  i t  f e e l s  i t  n e e d s .  Not many 
f a m i l i e s ,  how ever, can  a f f o r d  a l l  t h e y  n e ed  a t  t h e  premium 
r a t e s  f o r  c a s h  v a lu e  p o l i c i e s .
D i f f e r e n c e  I n v e s t e d  Based On A c tu a l  R e s u l t s  
Of F o r ty -N in e  M utual Funds
I t  h a s  been  shown t h a t  b u y in g  d e c r e a s i n g  te rm  and  
i n v e s t i n g  th e  d i f f e r e n c e  a t  6 p e r c e n t  n e t  would a c t u a l l y  be 
s u p e r i o r  t o  b u y in g  a  whole l i f e  p o l i c y ,  b u t  now a c t u a l  h i s ­
t o r i c a l  f i g u r e s  b a se d  on i n v e s t i n g  th e  d i f f e r e n c e  i n t o  m u tu a l  
fu n d s  h a s  b e en  u s e d .  An a v e ra g e  o f  f o r t y - n i n e  m u tu a l  fu n d s  
h a s  b e e n  u s e d  t o  g e t  a  more r e p r e s e n t a t i v e  p i c t u r e  o f  th e  
w o r ld  o f  m u tu a l  f u n d s .
I t  was assum ed t h a t  a  male aged  f o r t y ,  p u rc h a s e d  a  
$ 7 5 ,0 0 0  n o n p a r t i c i p a t i n g  w hole l i f e  p o l i c y  w i th  a  premium 
w a iv e r  c l a u s e  f o r  d i s a b i l i t y .  I t  r e q u i r e d  an  a n n u a l  premium
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o f  $1 , 7 0 1 . 7 5  and  h a s  a  g u a r a n te e d  c a s h  v a lu e  o f  $ 3 5 » 175  a t  
age s i x t y - f i v e .  The p u rc h a s e  o f  $ 1 0 0 ,0 0 0  n o n p a r t i c i p a t i n g ,  
d e c r e a s i n g  te rm  t o  age s e v e n ty ,  p o l i c y  w i th  an  a n n u a l  prem ­
ium o f  $4 3 2 . 5 0 , w i th  a  w a iv e r  o f  premium and  no c a s h  v a lu e  
a t  age s i x t y - f i v e ,  was c o n s id e r e d  a l s o .  The r a t e s  were 
th o s e  o f  B an k ers  S e c u r i t y  L i f e  o f  New Y ork . The premium 
s a v i n g ,  o r  t h e  " d i f f e r e n c e "  was $ 1 , 26 ? . 2 5 . ^
An assum ed a n n u a l  in v e s tm e n t  o f  $ 1 , 2 6 9 . 2 5  f o r  tw e n ty -  
f i v e  y e a r s  from  1944 t o  I 9 6 8 , u s i n g  th e  a v e ra g e  o f  f o r t y - n i n e  
m u tu a l  fu n d s  i s  p r e s e n t e d  i n  A ppendix  V I I I .  A ga in  a  p a r t i c i ­
p a t i n g  p o l i c y  i s  n o t  u se d  b e c a u se  o f  th e  u n c e r t a i n t y  o f  prem ­
iums from  d i f f e r e n t  co m p an ie s .  As can  be s e e n  i n  A ppendix  
V I I I ,  and  i n  F ig u r e s  1 and 2 i n  A ppendix  IX , b o th  th e  l i v i n g  
e s t a t e  and th e  d e a th  e s t a t e  would have p r o v id e d  one w i th  
more income i f  t h e  i n d i v i d u a l  had b o u g h t  d e c r e a s i n g  te rm  
and  i n v e s t e d  th e  d i f f e r e n c e  i n  m u tu a l  f u n d s .  I t  i s  n o te d  
t h a t  t h i s  i s  a n  a v e ra g e  o f  f o r t y - n i n e  m u tu a l  f u n d s ,  c o m p r ise d  
o f  b o th  "no lo a d "  and " lo a d "  f u n d s .  I f  one would have i n v e s ­
t e d  th e  d i f f e r e n c e  i n  th e  p o o r e s t  p e r f o rm in g  fun d  l i s t e d ,  
w hich  was th e  S c u d d e r ,  S t e v e n s ,  and C la rk  B a lan ced  Fund, one 
would have p ro d u ce d  a  l i q u i d a t i o n  v a lu e  o f  $ 9 6 ,9 5 0 .  I f  one 
were f o r t u n a t e  enough  t o  have i n v e s t e d  i n  K eystone  S - 4 ,  w hich  
was t h e  b e s t  p e r f o rm in g  fu n d  l i s t e d ,  t h e  l i q u i d a t i n g  v a lu e  
would have b een  $ 3 7 5 ,5 1 5 .^  The fo rm e r  i s  a  no l o a d  fu n d
^D acey, M utual F u n d s , p .  137.
* I b i d . . p .  1 3 8 .
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w h e rea s  t h e  l a t t e r  was a  lo a d  f u n d .  As c a n  be n o te d  t h e  lo a d  
fu n d  d id  much b e t t e r  t h a n  th e  no lo a d  fund  b u t  t h a t  i s  n o t  
a lw a y s  t h e  c a s e .
Load V e rsu s  No-Load Funds
I t  i s  n e c e s s a r y  t o  compare th e  lo n g  te rm  p e rfo rm a n c e  
o f  t h e  a v e ra g e  lo a d  m u tu a l  fu n d  ( 8 .5  p e r c e n t )  t o  a  n o - l o a d  
fund  w h ich  a t t a c h e s  no f e e  t o  s h a r e  p u r c h a s e s .  The p e r fo r m ­
ance  o f  b o th  t y p e s  o f  fu n d s  i s  n o te d  d u r in g  s to c k  m ark e t  
b r e a k s  o r  s h a r p  d e c l i n e s  such  a s  o c c u r r e d  i n  I 9 6 2 , 1 9 6 6 , and 
1 9 6 9 - 7 0 , w h ich  made th e  decade o f  th e  1960*s th e  w o r s t  t e n -  
y e a r  sp a n  f o r  i n v e s t o r s  i n  a  f u l l  q u a r t e r  c e n t u r y . ^  The 
Growth Fund R e s e a rc h ,  I n c o r p o r a t e d ,  o f  Long B each, C a l i f o r n i a ,  
h a s  made a n  e x h a u s t i v e  s tu d y  o f  th e  d a t a  and  h as  p u t  t o g e t h e r  
a  h y p o t h e t i c a l  a v e ra g e  $ 1 0 ,0 0 0  lo a d  and  n o - lo a d  fu nd  from  
19^9 t h r o u g h  1 9 7 0 . I n  i t s  p e rfo rm an c e  f i g u r e s ,  th e  r e s e a r c h  
o r g a n i z a t i o n  d id  n o t  in c lu d e  r e i n v e s t m e n t  o f  c a p i t a l  g a i n s  
o r  d i v i d e n d s ,  t h e  p e rfo rm an c e  r e s u l t s  a r e  u n v a r n i s h e d .  These 
a r e  t h e  f i n d i n g s :
1) B oth  fu n d s  came o u t  way ah ea d  i n  t h e  tw e n ty -o n e  
y e a r s ,  e m p h a s iz in g  a  b a s i c  l e s s o n :  i f  t r e a t e d  a s  a
l o n g - t e r m  in v e s tm e n t ,  t h e  m u tu a l  fu n d  i s  a n  e x c e l l e n t  
v e h i c l e .
2 )  Over t h e  l o n g - te r m  s in c e  1950, t h e  n o - lo a d  fu n d s  
have c l e a r l y  d e m o n s t r a te d  p e rfo rm a n c e  s u p e r i o r i t y .
One r e a s o n  l i e s  i n  th e  f a c t  t h a t  t h e y  have no s a l e s  
c h a r g e ,  f o r  th e  $850  s av ed  on th e  o r i g i n a l  $ 1 0 ,0 0 0  
p u r c h a s e  tw e n ty -o n e  y e a r s  a g o ,  grew i n  th e  Growth 
Fund R e s e a rc h  c o m p i l a t io n  t o  more t h a n  $ 8 ,0 0 0 .
A lso  a  h i g h e r  p r o p o r t i o n  o f  n o - lo a d  fu n d s  a r e
p .  1 7 .
^ S y l v i a  P o r t e r ,  G r e a t  F a l l s  T r ib u n e , J u l y  7» 1971 ,
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o r i e n t e d  to w a rd  growth» and d e s p i t e  t h e  m ark e t  
b r e a k s  o f  th e  1 9 6 0 's ,  th e  tw e n ty -o n e  y e a r s  was 
a  p e r i o d  o f  s p e c t a c u l a r  a v e ra g e  econom ic  g ro w th .
3) D u rin g  m a rk e t  d e c l i n e s ,  b o th  lo a d  and n o - l o a d  
fu n d s  l o s e  v a lu e  t o o .  I n  th e  I 962  b r e a k ,  th e  fu n d s  
on th e  a v e ra g e  l o s t  12 t o  13 p e r c e n t ;
4) W hile a  $1 0 ,0 0 0  s a v in g s  a c c o u n t  p a y in g  f i v e  
p e r c e n t  compounded a n n u a l l y  would have more t h a n  
d o u b le d — from  $ 1 0 ,0 0 0  t o  $ 2 7 ,8 5 9 ,  t h e r e  i s  s im p ly  
no com parison .®
The c o m p a r iso n s  o f  th e  lo a d  and n o - lo a d  fu n d s  from  
1949  t o  1970  h a s  b een  n o te d  i n  A ppendix  X. A f t e r  a  tw e n ty -  
one y e a r  p e r i o d ,  th e  lo a d  fu n d  had a  l i q u i d a t i o n  v a lu e  o f  
$7 0 , 5 0 2 , w h e rea s  th e  n o - lo a d  fu n d  had a  l i q u i d a t i o n  v a lu e  
o f  $9 6 , 2 4 6 . I n  th e  s t o c k  m a rk e t  p e r f o rm a n c e ,  th e  p a s t  i s  
a  p o o r  p r e d i c t o r  o f  th e  f u t u r e  b u t  i t  seems t o  be t h e  o n ly  
c r i t e r i a  t h a t  can  be u s e d .  I t  would be a  m is ta k e  f o r  anyone 
t o  l i m i t  h i s  c h o ic e  o f  m u tu a l  fu n d s  th o u g h ,  t o  t h o s e  t h a t  
make no s a l e s  c h a r g e .  Pay w h a te v e r  i s  r e q u i r e d  t o  o b t a i n  
t h e  b e s t  r e s u l t s .  Remember, a l t h o u g h  on th e  a v e ra g e  n o - lo a d  
fu n d s  p e r fo rm  b e t t e r  t h a n  lo a d  f u n d s ,  th e  a b se n c e  o f  a  s e l l i n g  
com m ission  w i l l  n o t  make up  f o r  a  m ed io cre  p e rfo rm a n c e  r e c o r d .
® Ibid .
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CHAPTER V II  
CONCLUSIONS
When i t  com es tim e f o r  one to  buy l i f e  in s u r a n c e ,  
one w i l l  b a s i c a l l y  have t o  ch o o se  e i t h e r  some s o r t  o f  w h ole  
l i f e  p o l i c y  o r  a term  p o l i c y .  E i t h e r  one o f  th e s e  p o l i c i e s  
i s  a c c e p t a b le ,  a lth o u g h  s e l e c t i o n  w ould  depend upon th e  i n d i ­
v id u a l  in v o lv e d  and w hat he w ould  l i k e  h i s  in su r a n c e  p o l i c y  
to  p r o v id e  f o r  h im . I f  one sh o u ld  ch o o se  a  w hole l i f e  p o l i c y  
a  few  s u g g e s t io n s  may be o f  v a lu e .
The d o u b le  in d em n ity  p r o v i s io n  h a s b een  an e x c e l l e n t  
s e l l i n g  p o in t  f o r  th e  a g e n t .  T h is  p r o v i s io n  f o r  p a y in g  tw ic e  
th e  fa c e  amount o f  a  p o l i c y  i f  th e  in s u r e d ' s  d e a th  i s  due to  
an a c c id e n t  o r  in j u r y ,  c o s t s  o n ly  a  sm a ll  amount in  p r o p o r t io n  
t o  th e  t o t a l  prem ium . A c c id e n ta l  d e a th  b e n e f i t s ,  h o w ev er , are  
n o t  cheap  b ec a u se  o n e 's  ch a n ce s  o f  d y in g  i n  th e  e x a c t  manner 
n e c e s s a r y  f o r  th e  b e n e f i c ia r y  to  c o l l e c t  th e  d ou b le paym ent 
a re  s m a ll .^  O b v io u s ly  th e  n e e d s  o f  th e  d ep en d en ts  a f t e r  o n e 's  
d e a th  w i l l  n o t  be d e term in ed  by th e  manner i n  w h ich  one may 
d i e .  For th e  p e r s o n s  who can  a f f o r d  s u f f i c i e n t  in s u r a n c e ,  
a c c id e n t a l  d e a th  b e n e f i t s  a re  u n n e c e s s a r y . For th e  p er so n  
who c a n n o t a f f o r d  a l l  th e  in su r a n c e  p r o t e c t io n  h i s  f a m ily
^The E d i t o r i a l  S t a f f ,  L i f e  I n s u r a n c e , p .  2 4 .
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n e e d s ,  th e  e x t r a  premium paym ents  r e q u i r e d  f o r  d o u b le  indem ­
n i t y  p r o v i s i o n s  can  be b e t t e r  a p p l i e d  to w a rd  th e  p u rc h a s e  o f  
a d d i t i o n a l  i n s u r a n c e .
W aiv e r-o f-p rem iu m  p r o v i s i o n s  may som etim es be d e s i r ­
a b l e .  A g a in , t h i s  p r o v i s i o n  s h o u ld  n o t  be p u rc h a s e d  i f  th e  
c o s t  o f  d o in g  so  w i l l  r e d u c e  th e  amount o f  l i f e  in s u r a n c e  
one c an  a f f o r d  t o  c a r r y  below  t h a t  r e q u i r e d  t o  p ro v id e  f o r  
t h e  minimum n e e d s  o f  o n e ' s  d e p e n d e n ts .
A p e r s o n  lo o k in g  f o r  i n s u r a n c e  may choose  t o  p u rc h a s e  
a  l e v e l  te rm  p o l i c y .  The u se  o f  a  re n e w a b le  te rm  in s u r a n c e  
i n  o r d e r  t o  p ro v id e  f o r  a  l o n g - t e r m  o r  p e rm an en t r e s p o n s i ­
b i l i t y  may be d i s a d v a n ta g e o u s .  As was m en tio n ed  p r e v i o u s l y ,  
and shown by Mr. B a i r d ' s  c o m p a r iso n  o f  w hole l i f e  and  ren e w ­
a b le  te rm  i n s u r a n c e ,  th e  premiums i n c r e a s e  a t  th e  t im e  o f
e a c h  r e n e w a l ,  and  when th e  p o l i c y h o l d e r  a t t a i n s  a n  a d v a n c e d  
a g e ,  t h e  c o s t  becomes v e r y  g r e a t .  I t  i s  recommended i n  t h i s  
p a p e r  t h a t  th e  p r o s p e c t i v e  p o l i c y h o l d e r  buy a  d e c r e a s i n g  te rm  
p o l i c y  t o  age s i x t y - f i v e  and i n v e s t  th e  d i f f e r e n c e  i n  m u tu a l  
f u n d s .  I t  i s  a l s o  recommended, a l l  o t h e r  t h i n g s  b e in g  e q u a l ,  
t h a t  t h e  m u tu a l  fu n d s  be o f  a  n o - lo a d  n a t u r e .  The i d e a  b e h in d  
t h i s  p l a n  i s  t h a t  a s  one grow s o l d e r ,  he s h o u ld  n o t  n eed  a s
much in s u r a n c e  i f  he had  i n v e s t e d  w e l l  d u r in g  h i s  p r o d u c t i v e
l i f e t i m e .  As was n o te d  i n  A ppendix  V I, i f  t h e  p o l i c y h o l d e r  
had i n v e s t e d  th e  d i f f e r e n c e  i n  a  s a v in g s  a c c o u n t  n e t t i n g  4 
p e r c e n t  a f t e r  t a x e s ,  he w ould be l e f t  w i t h  o n ly  $ 3 3 ,3 0 8 ,  i n ­
s t e a d  o f  $ 5 0 ,0 0 0  w o r th  o f  i n s u r a n c e  a t  age s i x t y - f i v e .  The 
o r d e r  o f  p r e f e r e n c e  n o te d  i n  t h i s  p a p e r  c o i n c i d e n t a l l y  c o r ­
r e l a t e s  w i th  th e  e a s e  o f  a c c e s s  o f  th e  money in v o lv e d .
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The f i r s t  p r e f e r e n c e  w ould  he t o  buy a  d e c r e a s i n g  
te rm  p o l i c y  t o  age s i x t y - f i v e  and  t o  i n v e s t  th e  d i f f e r e n c e  
i n  r e p u t a b l e  m u tu a l  f u n d s ,  a s  n o t e d  a b o v e .  For c o n v e n ie n c e ,  
one in s u r a n c e  company su ch  a s  A m erican  W este rn , c o u ld  combine 
th e  p u rc h a s e  o f  d e c r e a s i n g  te rm  in s u r a n c e  p lu s  i n v e s t i n g  th e  
d i f f e r e n c e  i n  m u tu a l  fu n d s  o f  o n e ' s  own c h o ic e .  I t  h a s  th e  
a d v a n ta g e  o f  h a v in g  th e  d i f f e r e n c e  a u t o m a t i c a l l y  i n v e s t e d  
f o r  th e  p o l i c y h o l d e r ,  b u t  w i t h  t h e  d i s a d v a n ta g e  o f  p u r c h a s i n g  
lo a d  m u tu a l  fu n d s  w i th  th e  added  s a l e s  c h a r g e .  I f  t h e  i n s u r e r  
w ish e d ,  a  d o u b le  in d e m n i ty  and w a iv e r -o f -p re m iu m  c l a u s e  c o u ld  
a l s o  be a d d e d .
The se co n d  p r e f e r e n c e  w ould be t o  buy a  l i m i t e d  w hole 
l i f e  p o l i c y  t o  age s i x t y - f i v e .  A ccess  t o  t h i s  i s  l i m i t e d  t o  
th e  c a s h  v a lu e  and  d iv id e n d s  i f  a n y .  I f  th e  p o l i c y  w ere  
p u rc h a s e d  a t  age t w e n t y - f i v e ,  th e  p o l i c y h o l d e r  w ould be 
c o v e re d  f o r  h i s  l i f e t i m e ,  b u t  h i s  paym en ts  would s t o p  j u s t  
a b o u t  th e  t im e  he p r o b a b ly  would r e t i r e .  I f  one c o u ld  a f f o r d  
th e  i n i t i a l  h i g h e r  prem ium s, he m ig h t  c o n s i d e r  p u r c h a s i n g  
in s u r a n c e  from  a  m u tu a l  company, i s s u i n g  p a r t i c i p a t i n g  p o l ­
i c i e s .  The e x t r a  money u se d  t o  pay  f o r  th e  p a r t i c i p a t i n g  
p o l i c i e s ,  w ould e v e n t u a l l y  come back  t o  th e  p o l i c y h o l d e r  i n  
th e  form  o f  d i v i d e n d s .  I t  m ust be remembered th o u g h ,  t h a t  
th e  d iv id e n d s  a r e  o n ly  e s t i m a t e s  o f  f u t u r e  r e t u r n s ,  so  e v e n  
th o u g h  th e  money would come b a c k ,  no one c o u ld  g u a r a n t e e  
any  s p e c i f i c  amount i n  any  p a r t i c u l a r  t im e  sp a n .  I n f l a t i o n  
and r i s i n g  t a x e s  m ig h t  have a n  a d v e r s e  e f f e c t  upon th e  company, 
and  th e  d i v id e n d s  m ig h t  n o t  be w hat were e x p e c te d .
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To buy d e c r e a s i n g  te rm  in s u r a n c e  t o  age s i x t y - f i v e  
and  t o  i n v e s t  t h e  d i f f e r e n c e  i n  a  s a v i n g s  a c c o u n t  w ould  be 
t h e  t h i r d  and  l a s t  c h o ic e  o f f e r e d  a s  a n  in s u r a n c e  p l a n  t o  
s a t i s f y  th e  b a s i c  p u rp o se  o f  l i f e  i n s u r a n c e .  T h is  t h i r d  
c h o ic e  seems t o  g iv e  th e  p o l i c y h o l d e r  th e  g r e a t e s t  d e g re e  
o f  a c c e s s  t o  h i s  money. I t  h a s  b een  n o te d  t h a t  i f  t h e  p o l ­
i c y h o l d e r  i s n ' t  f o r c e d  t o  sav e  by  h a v in g  t o  pay f o r  prem iums 
t h a t  a c c u m u la te  c a s h  v a l u e s ,  o r  by b u y in g  a  te rra  p o l i c y  and 
h a v in g  t h e  c o n v e n ie n c e  o f  a n  in s u r a n c e  company i n v e s t  th e  
d i f f e r e n c e  a u t o m a t i c a l l y ,  s a v i n g s  do n o t  a c c u m u la te  t o  an  
a p p r e c i a b l e  am oun t. The a v e ra g e  s a v e r  seems to  sav e  t o  a  
p o i n t  where he i s  e a g e r  t o  spend  a  good p o r t i o n  o f  i t —
w h e th e r  i t  be s p e n t  t o  buy a  new c a r  o r  t o  j u s t  k e ep  up w i th  
2
th e  J o n e s e s .
These t h r e e  c h o ic e s  c e r t a i n l y  do n o t  e x h a u s t  a l l  th e  
p o s s i b l e  k in d s  o f  i n s u r a n c e  p o l i c i e s  a v a i l a b l e ,  b u t  t h e y  do 
r e p r e s e n t  th e  b e s t  o v e r a l l  o p p o r t u n i t i e s ,  i n  o r d e r  o f  p r i o r ­
i t y ,  t o  s a t i s f y  th e  g e n e r a l  p u rp o se  o f  l i f e  i n s u r a n c e .  I t  
s h o u ld  be e v i d e n t  t h a t  i f  t h e  p r e f e r r e d  p l a n  o f  b u y in g  d e ­
c r e a s i n g  te rm  in s u r a n c e  w i th  th e  d i f f e r e n c e  i n v e s t e d  i n  m u tu a l  
fu n d s  i s  t o  be s u c c e s s f u l ,  one m ust be s u r e  to  i n v e s t  t h e  d i f ­
f e r e n c e  o r  have th e  d i f f e r e n c e  a u t o m a t i c a l l y  i n v e s t e d  f o r  him . 
I f  t h e  p o l i c y h o l d e r  were o n ly  g o in g  t o  i n v e s t  s p a s m o d ic a l ly ,  
t h a t  i s ,  when he d e c id e d  t h a t  he d id  n o t  need  th e  e x t r a  money 
f o r  o t h e r  p u r p o s e s ,  he w ould be f a r  b e t t e r  o f f  p u r c h a s i n g  a  
w hole l i f e  p o l i c y .
2
J im  J a c k s o n ,  a  p e r s o n a l  i n t e r v i e w  w i th  a n  A l l  S t a t e  
I n s u r a n c e  a g e n t .  G re a t  F a l l s ,  M ontana, May, 1972.
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T here  i s  an  u n d e r l y i n g  r e a s o n  f o r  a l l  t h e  c o n t r o ­
v e r s i e s  d e a l i n g  w i th  l i f e  i n s u r a n c e  t h a t  i s  c o n c e rn e d  w i th  
th e  l i f e  e x p e c ta n c y  o f  human b e in g s .  One c a n  o n ly  be c e r t a i n  
o f  e v e n t u a l  d e a t h —when i t  w i l l  o c c u r  r e m a in s  a  m y s te r y .  I f  
i t  w ere known, d e te r m in in g  th e  b e s t  ty p e  o f  i n s u r a n c e  would 
be a  v e r y  s im p le  t a s k .  I t  would seem t h a t  t h e  b e s t  p o l i c y  
t o  buy  i f  t h e  above i n f o r m a t i o n  were known would be te rm  
in s u r a n c e  p u rc h a s e d  j u s t  p r i o r  t o  o n e ' s  d e a t h .  B ecause  o f  
t h i s  u n c e r t a i n t y  th e  m a rk e t  i s  a lm o s t  o v e rb u rd e n e d  w i t h  
v a r i o u s  and  s u n d ry  l i f e  i n s u r a n c e  p o l i c i e s .
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APPENDIX I
COMMISSIONERS I 958  STANDARD ORDINARY MORTALITY TABLE
Age
Number l i v i n g  
B e g in n in g  o f  
Y ear
Number d y in g  
D u r in g  th e  
Y ear
D e a th  R a te  
P e r  1 ,0 0 0
0 1 0 ,0 0 0 ,0 0 0 7 0 ,8 0 0 7 .0 8
1 9 , 9 2 9 , 2 0 0 1 7 , 4 7 5 1 .0 8
2 9 , 9 1 1 , 7 2 5 1 5 ,0 6 6 1 . 5 2
3 9 , 8 9 6 , 6 5 9 1 4 ,4 4 9 1 .4 6
4 9 ,8 8 2 ,2 1 0 1 3 , 8 3 5 1 .4 0
5 9 ,8 6 8 ,3 7 5 1 3 , 3 2 2 1 . 3 5
6 9 , 8 5 5 . 0 5 3 1 2 ,812 1 . 3 0
7 9 ,8 4 2 ,2 4 1 12 ,401 1 . 2 6
8 9 ,8 2 9 ,8 4 0 1 2 ,0 9 1 1 . 2 3
9 9 , 8 1 7 , 7 4 9 1 1 ,8 7 9 1 .2 1
10 9 ,8 0 5 ,8 7 0 1 1 , 8 6 5 1 .2 1
11 9 , 7 9 4 , 0 0 5 1 2 ,047 1 . 2 3
12 9 ,7 8 1 ,9 5 8 1 2 , 3 2 5 1 .2 6
13 9 , 7 6 9 , 6 3 3 1 2 ,8 9 6 1 . 3 2
14 9 ,7 5 6 ,7 3 7 1 3 , 5 6 2 1 . 3 9
15 9 , 7 4 3 , 1 7 5 1 4 , 2 2 5 1 .4 6
16 9 , 7 2 8 , 9 5 0 1 4 , 9 8 3 1 . 5 4
17 9 , 7 1 3 , 9 6 7 1 5 ,7 3 7 1 .6 2
18 9 , 6 9 8 , 2 3 0 1 6 ,3 9 0 1 . 6 9
19 9 ,6 8 1 ,8 4 0 1 6 ,846 1 . 7 4
20 9 ,6 6 4 ,9 9 4 1 7 . 3 0 0 1 . 7 9
21 9 ,6 4 7 ,6 9 4 1 7 , 6 5 5 1 . 8 3
22 9 , 6 3 0 , 0 3 9 1 7 ,9 1 2 1 .8 6
23 9 ,6 1 2 ,1 2 7 1 8 ,1 6 7 1 . 8 9
63
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APPENDIX I — C on tin u ed
Age
Number l i v i n g  
B e g in n in g  o f  
Year
Number d y in g  
D u r in g  th e  
Year
D e a th  R ate  
P e r  1 ,0 0 0
24 9 ,5 9 3 ,9 6 0 1 8 ,3 2 4 1 .9 1
25 9 , 5 7 5 ,6 3 6 18 ,481 1 . 9 3
26 9 , 5 5 7 ,1 5 5 1 8 ,732 1 . 9 6
27 9 , 5 3 8 ,4 2 3 18 ,981 1 . 9 9
28 9 , 5 1 9 ,4 4 2 1 9 , 3 2 4 2 . 0 3
29 9 , 5 0 0 , 1 1 8 1 9 , 7 6 0 2 .0 8
30 9 ,4 8 0 ,3 5 8 2 0 , 1 9 3 2 . 1 3
31 9 ,4 6 0 ,1 6 5 2 0 , 7 1 8 2 . 1 9
32 9 , 4 3 9 , 4 4 7 2 1 , 2 3 9 2 . 2 5
33 9 ,4 1 8 ,2 0 8 2 1 , 8 5 0 2 . 3 2
34 9 , 3 9 6 , 3 5 8 2 2 ,5 5 1 2 .4 0
35 9 ,3 7 3 ,8 0 7 2 3 , 5 2 8 2 . 5 1
36 9 , 3 5 0 ,2 7 9 2 4 ,6 8 5 2 .6 4
37 9 , 3 2 5 , 5 9 4 2 6 ,112 2 .8 0
38 9 ,2 9 9 ,4 8 2 2 7 ,9 9 1 3 .0 1
39 9 , 2 7 1 ,4 9 1 3 0 ,1 3 2 3 . 2 5
40 9 ,2 4 1 ,3 5 9 3 2 ,6 2 2 3 . 5 3
41 9 ,2 0 8 ,7 3 7 3 5 ,3 6 2 3 .8 4
42 9 , 1 7 3 ,3 7 5 3 8 , 2 5 3 4 . 1 7
43 9 , 1 3 5 ,1 2 2 4 1 ,3 8 2 4 . 5 3
44 9 , 0 9 3 ,7 4 0 4 4 ,7 4 1 4 , 9 2
45 9 ,0 4 8 ,9 9 9 4 8 ,412 5 . 3 5
46 9 , 0 0 0 , 5 8 7 5 2 , 4 7 3 5 . 8 3
47 8 ,9 4 8 ,1 1 4 5 6 ,9 1 0 6 . 3 6
48 8 ,8 9 1 ,2 0 4 6 1 , 7 9 4 6 . 9 5
49 8 ,8 2 9 ,4 1 0 6 7 , 1 0 4 7 . 6 0
50 8 , 7 6 2 ,3 0 6 7 2 , 9 0 2 8 . 3 2
51 8 ,6 8 9 ,4 0 4 79 ,160 9 . 1 1
52 8 ,6 1 0 ,2 4 4 8 5 ,7 5 8 9 . 9 6
53 8 ,5 2 4 ,4 8 6 9 2 , 8 3 2 1 0 . 8 9
54 8 , 4 3 1 , 6 5 4 1 0 0 ,337 1 1 . 9 0
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Age
Number l i v i n g  
B e g in n in g  o f  
Year
Number d y in g  
D u r in g  th e  
Year
D e a th  Rate  
P e r  1 ,0 0 0
55 8 , 3 3 1 ,3 1 7 1 0 8 ,3 0 7 1 3 . 0 0
56 8 , 2 2 3 , 0 1 0 11 6 ,849 14 .2 1
57 8 , 1 0 6 ,1 6 1 1 2 5 ,9 7 0 1 5 . 5 4
58 7 , 9 8 0 ,1 9 1 1 3 5 ,6 6 3 1 7 . 0 0
59 7 ,8 4 4 ,5 2 8 1 4 5 ,8 3 0 1 8 .5 9
60 7 , 6 9 8 , 6 9 8 1 5 6 ,5 9 2 2 0 . 3 4
61 7 , 5 4 2 ,1 0 6 1 6 7 ,7 3 6 2 2 .2 4
62 7 , 3 7 4 , 3 7 0 1 7 9 ,2 7 1 2 4 . 3 1
63 7 , 1 9 5 ,0 9 9 1 9 1 , 1 7 4 2 6 .5 7
64 7 , 0 3 3 , 9 2 5 2 0 3 , 3 9 4 2 9 . 0 4
65 6 , 8 0 0 ,5 3 1 2 1 5 ,9 1 7 3 1 . 7 5
66 6 , 5 8 4 , 6 l 4 2 2 8 ,7 4 9 3 4 . 7 4
67 6 , 3 5 5 ,8 6 5 241 ,777 3 8 .0 4
68 6 ,1 1 4 ,0 8 8 2 5 4 , 8 3 5 4 1 .6 8
69 5 , 8 5 9 ,2 5 3 267,241 4 5 . 6 1
70 5 , 5 9 2 , 0 1 2 278 ,426 4 9 . 7 9
71 5 , 3 1 3 ,5 8 6 287 ,731 5 4 . 1 5
72 5 , 0 2 5 , 8 5 5 2 9 4 ,7 6 6 5 8 . 6 5
73 4 , 7 3 1 , 0 8 9 2 9 9 ,2 8 9 6 3 . 2 6
74 4 , 4 3 1 , 8 0 0 3 0 1 , 8 9 4 6 8 .1 2
75 4 , 1 2 9 ,9 0 6 3 0 3 ,0 1 1 7 3 . 3 7
76 3 ,8 2 6 ,8 9 5 3 0 3 ,0 1 4 7 9 .1 8
77 3 , 5 2 3 ,8 8 1 3 0 1 ,9 9 7 8 5 . 7 0
78 3 ,2 2 1 ,8 8 4 2 9 9 ,8 2 9 9 3 . 0 6
79 2 , 9 2 2 , 0 5 5 2 9 5 , 6 8 3 1 0 1 . 1 9
80 2 , 6 2 6 , 3 7 2 2 8 8 ,8 4 8 1 0 9 . 9 8
81 2 ,3 3 7 ,5 2 4 2 7 8 ,9 8 3 1 1 9 . 3 5
82 2 , 0 5 8 ,5 4 1 2 6 5 ,9 0 2 1 2 9 . 1 7
83 1 , 7 9 2 ,6 3 9 2 4 9 ,8 5 8 1 3 9 . 3 8
84 1 ,5 4 2 ,7 8 1 2 3 1 ,4 3 3 1 5 0 .0 1
85 1 ,3 1 1 ,3 4 8 2 1 1 ,3 1 1 1 6 1 .1 4
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Age
Number l i v i n g  
B e g in n in g  o f  
Year
Number d y in g  
D u r in g  th e  
Year
D e a th  R a te  
P e r  1 ,0 0 0
86 1 ,1 0 0 ,0 3 7 1 9 0 , 1 0 8 1 7 2 . 8 2
87 9 0 9 , 9 2 9 1 6 8 , 4 5 5 1 8 5 . 1 3
88 7 4 1 , 4 7 4 14 6 ,997 1 9 8 . 2 5
89 5 9 4 , 4 7 7 1 2 6 ,3 0 3 2 12 .46
90 4 6 8 ,1 7 4 10 6 ,809 2 2 8 .1 4
91 3 6 1 , 3 6 5 8 8 ,8 1 3 2 4 5 . 7 7
92 2 7 2 , 5 5 2 7 2 ,4 8 0 2 6 5 . 9 3
93 2 0 0 , 0 7 2 57 ,881 2 8 9 . 3 0
94 1 4 2 ,1 9 1 4 5 , 0 2 6 3 1 6 .6 6
95 9 7 ,1 6 5 3 4 , 1 2 8 3 5 1 . 2 5
96 6 3 , 0 3 7 2 5 ,2 5 0 4 0 0 . 5 6
97 3 7 ,7 8 7 1 8 ,4 5 6 4 8 8 .4 2
98 1 9 ,3 3 1 1 2 ,9 1 6 6 6 8 . 1 5
99 6 ,4 1 5 6 , 4 1 5 1 ,0 0 0 .0 0
SOURCE 1 The E d i t o r i a l  S t a f f , L i f e  I n s u r a n c e ,  p . 2 .
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APPENDIX I I
Hartford Life— $100,000 "Split Life" Yearly Renewable Term Insurwice 
Computation of Present Value of Future Premiums— 4% Discount Rate
Ag* Pramlum
Discount
Yrs.
Discounted Cumulstivs 
Vslus Discounted 
Yssf's Premium Veiue of Premiums
Cumulstivs Disc. 
Premiums, Sterling 
St Age 4B
94 «30,083 48 .1463 •4,401.14 « 4,401.14 «96,959.31
93 27,484 48 .1522 4,163.06 8,584.20 92,558.17
92 25,263 47 .1583 3,999.13 12,583.33 88,375.11
91 23,348 46 .1646 3,843.08 16,426.41 84.375.98
90 21,673 45 .1712 3,710.42 20,136,83 80,532.90
89 20,184 44 .1780 3,592.75 23,729.58 76,822.48
88 18,834 43 .1852 3,488.06 27,217.64 73,229.73
87 17,587 42 .1926 3.387.26 30,604.90 69,741.67
86 16,418 41 .2003 3,288.53 33,843.43 66,354.41
85 15,308 40 .2083 3,188.66 37,082.09 63,065.88
84 14,251 39 .2166 3,086.77 40,168.86 59,877.22
83 13,241 38 .2253 2,983.20 43,152.06 56,790.45
82 12,271 37 .2343 2,875.10 46,027,16 53,607.25
81 11,338 36 .2437 2,763.07 48,790.23 50,932.15
80 10,448 35 .2534 2,647.52 51,437.75 48,169.08
79 9,613 34 .2636 2,633 99 53,971.74 45,521.56
78 8,841 33 .2741 2,423.32 56,395.06 42,987.57
77 8,142 32 .2851 2,321.28 58,716.34 40,564.25
76 7,522 31 .2965 2,230.27 60,946.61 38,242.97
75 6,970 30 .3083 2,148.85 63,095.46 36,012.70
74 6,471 29 .3207 2,075.25 65,170.71 33,863.85
73 6,010 28 .3335 2,004.34 67,175.05 31,788.60
72 5,572 27 .3468 1,932.37 69.107.42 29,784.26
71 5,144 26 .3607 1.855.44 70,962.86 27,851.89
70 4,730 25 .3751 1,774.22 72,737.08 25,996.45
69 4,333 24 .3901 1,690.30 74,427.38 24,222.23
68 3.960 23 .4057 1,606.57 76,033.95 22,631.93
67 3,614 22 .4220 1,525.11 77,559.06 20,925.36
66 3,300 21 .4388 1,448.04 79,007.10 19,400.25
65 3,016 20 .4564 1,376.50 80,383.60 17,952.21
64 2,759 19 .4746 1,309.42 81,693.02 16,575.71
63 2,524 18 .4936 1,245.86 82.938.87 15,266.29
62 2,309 17 .5134 1,185.44 84,124.31 14,020.44
61 2,113 16 .5339 1,128.13 85,252.44 12.835.00
60 1,915 15 .5553 1,063.40 86,315.84 11,706.87
59 1,746 14 .5775 1,008.32 87,324.16 10,643.47
58 1,591 13 .6006 955.55 88,279.71 9,635.15
67 1,450 12 .6246 905.67 89,185.38 8,679.60
56 1,322 11 .6496 858.77 90,044.15 7,773.93
55 1,205 10 .8758 814.10 90,858.25 6,915.16
54 1,099 9 .7026 772.16 91,630.41 6,101.06
53 1,002 8 .7307 732.16 92,362.57 5,328.90
52 913 7 .7599 693.79 93,056.36 4,596.74
51 831 6 .7903 656.74 93,713.10 3,902.95
SO 756 5 .8219 621.36 94,334.46 3,246.21
49 686 4 .8548 586.39 94,920.85 2,624.85
48 623 3 .8890 553.85 95,474.70 2,038.46
47 565 2 9246 522.40 96,997.10 1.484.61
46 514 1 .9615 494.21 96,491.31 962.21
45 468 0 1.0000 468.00 96,959.31 468.00
To Compute Dtecounted Value et
Age 35, Diecount Above Figure for
10 Years, at Factor of .6756 = 65,505.71
and Add 10 Years of Discounted Premiums
44 427 9 .7026 300.01 65.805.72
43 392 8 .7307 286.43 66.092.16
42 362 7 .7599 275.08 66,367.23
41 336 6 .7903 265.54 66,632.77
40 312 5 .8219 256.43 66,889.20
39 292 4 .8548 249.60 67.138.80
38 273 3 .8890 242.70 67,381.50
37 256 2 .9246 236.70 67,618.20
36 243 1 .9616 233.64 67,851.84
35 230 0 1.0000 230.00 68,081.84
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APPENDIX I I — C on tinu ed
v s . $100,000 Executive Whole Life (L9B) Non Participeting 
Ages 35 and 45, Male
Executive Whole Ufe IL9S)
Non Perticipetlng *2,686.
Age 46 Cumulative
Executive Whole Ufa (LSB)
Non Participating—Ave. Pram. *1.S06.
Age 35 Cumulative
* 392.82 459S87.50 •264.22 59 •  178.51 •42.492.88
408.66 59.594.68 274.87 58 186.70 42,314.37
425.04 59.186.02 285.89 57 193.15 42,128.67
441.95 58.760.98 297.27 56 200.84 41,935.52
459.67 58.319.03 309.19 55 208.89 41,734.68
477.93 67.859.36 321.47 64 217.19 41,625.79
497.26 57,381.43 334.47 63 226.97 41,308.60
517.13 66S84.17 347.84 52 235.00 41,082.63
537.81 56.367.04 361.74 61 244.39 40,847.63
559.29 55.829.23 376.19 50 264.15 40,603.24
581.57 55,269.94 49 264.22 40.349.09
604.93 54,688.37 48 274.87 40,084.87
629.10 54,083.44 47 285.89 39,810.00
654.33 63.454.34 46 297.27 39,524.11
680.38 S2S00.01 46 309.19 39,226.84
707.77 52.119.63 44 321.47 38,917.65
735.96 51.411.86 43 334.47 38.596.18
765.49 50.675.90 42 347.84 38,261.71
796.10 49.910.41 41 361.74 37,913.87
827.79 49.114.31 40 376.19 37.552.13
861.08 48.286.52 39 391.18 37.175.94
895.45 47,426.44 38 406.89 36,784.76
931.16 46,529.99 37 423.15 36.377.87
968.48 45,598.83 36 440.12 35,954.72
1.007.14 44.630.35 35 457.64 35.514.60
1.047.42 43,623.21 34 476.06 35.056.96
1.089.30 42.575.79 33 495.02 34.580.90
1.133.07 41,486.49 32 614.89 34.086.88
1.178.18 40,353.42 31 535.48 33.570.99
1.226.43 39,175.24 30 556.79 33.035.51
1.274.30 37,949.81 29 579.18 32.478.72
1.325.32 36,675.51 28 602.30 31.899.54
1.378.48 35,350.19 27 628.32 31.297.24
1.433.52 33,971.71 26 651.42 30.670.92
1.490.98 32,538.19 25 677.43 30.019.50
1.550.59 31,047.21 24 704.52 29.342.07
1.612.61 29.496.62 23 732.69 28.637.55
1.677.05 27.884.01 22 762.13 27.904.86
1.744.18 26,206.96 21 792.47 27.142.73
1.813.99 24,462.78 20 824.26 26.350.26
1.886.48 22,648.79 19 867.13 25.526.00
1.961.93 20,762.31 18 891.44 24.688.87
2.040.33 18.800.38 17 927.20 23.777.43
2.121.96 16.760.05 16 964.22 22,850.23
2.206.80 14.638.09 15 1,002.87 21,886.01
2.296.14 12.431.29 14 1,042.97 20,883.14
2.386.97 10.136.15 13 1,084.68 19.840.17
2.482.55 7.749.18 12 1,128.03 18.755.49
2.681.63 5.266.63 11 1.173.18 17.627.46
2.685.00 2,685.00 10 1.220.13 16.454.28
9 1.268.90 15.234.16
8 1,319.64 13.965.25
7 1.372.38 12.645.61
6 1.427.28 11.273.23
5 1.484.36 9.845.95
4 1.643.77 8,361.60
3 1.605.53 6,817.83
2 1.669.83 5.212.30
1 1.736.47 3.542.47
0 1.806.00 1.806.00
SOURCE I F i e l d  News, A p r i l  12 , 1972, p .  5 .
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APPENDIX I I I
GROWTH OF $ 1 ,0 0 0  PER YEAR AT FIVE PERCENT INTEREST
Year
D e p o s i t  At 
B eg in n in g  
Of Year
I n t e r e s t  
C r e d i t e d  
F or Year
Amount I n  
A ccou n t At 
End Of Y ear
1 $ 1 ,0 0 0 $ 50 $ 1 , 0 5 0
2 1 ,0 0 0 103 2 , 1 5 3
3 1 ,0 0 0 158 3 , 3 1 0
4 1 ,0 0 0 216 4 , 5 2 6
5 1 ,0 0 0 276 5 ,8 0 2
6 1 ,0 0 0 340 7 ,1 4 2
7 1 ,0 0 0 407 8 , 5 4 9
8 1 ,0 0 0 477 1 0 , 0 2 7
9 1 ,0 0 0 551 1 1 ,5 7 8
10 1 ,0 0 0 629 1 3 ,2 0 7
SOURCE 1 B a i r d ,  F i e l d  News, p . 1 3 .
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APPENDIX IV
TAXES PLUS INTEREST VERSUS A SAVINGS ACCOUNT
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Age
D e p o s i t  At 
B e g in n in g  
Of Year
Income Tax 
P a id  On P re v io u s  
Y e a r ' s  I n t e r e s t
Compounded a t  
F i r s t  o f  Y ear
Four P e r c e n t  
End o f  Y ear
I n t e r e s t  
C r e d i t e d  
For Y ear
Amount I n  
A ccoun t At 
End o f  Year
1 $ 1 ,0 0 0 $ 0 0 .0 0 $ 1 ,0 0 0 .0 0 $ 1 ,0 4 0 .0 0 $ 5 0 . 0 0 $ 1 , 0 5 0
2 1 ,0 0 0 1 5 . 0 0 2 , 0 5 5 .0 0 2 , 1 3 7 . 0 0 1 0 3 . 0 0 2 , 1 5 3
3 1 ,0 0 0 3 0 . 9 0 3 , 1 6 8 .1 0 3 , 2 9 4 . 8 2 1 5 8 . 0 0 3 , 3 1 0
4 1 ,0 0 0 4 7 . 4 0 4 , 3 4 2 .2 2 4 , 5 1 5 .9 1 2 1 6 .0 0 4 ,5 2 6
1 5 1 ,0 0 0 6 4 .8 0 5 ,5 8 1 .7 1 5 ,8 0 4 .9 8 2 7 6 . 0 0 5 ,8 0 2
6 1 ,0 0 0 8 2 .8 0 6 ,8 8 7 .7 8 7 , 1 6 3 . 2 9 3 4 0 . 0 0 7 ,1 4 2
7 1 ,0 0 0 1 02 .00 8 , 2 6 5 .2 9 8 . 5 9 5 .9 0 4 0 7 .0 0 8 , 5 4 9
8 1 ,0 0 0 1 2 2 .1 0 9 , 7 1 8 . 0 0 1 0 , 1 0 6 .7 2 4 7 7 . 0 0 1 0 ,0 2 7
9 1 ,0 0 0 1 4 3 .1 0 1 1 ,2 4 9 .8 2 1 1 , 6 9 9 .8 1 5 5 1 . 0 0 1 1 ,5 7 8
10 1 ,0 0 0 1 6 5 . 3 0
1 8 8 . 7 0
9 6 2 . 1 0
1 2 , 8 6 5 .1 1
1 3 , 5 6 8 .4 1
1 3 , 3 7 9 .7 1 6 2 9 . 0 0 1 3 ,2 0 7
SOURCE I B a i r d ,  F i e l d  News, p .  15•
Note I I n  Summary, t h e  I n t e r e s t  A d ju s te d  C o s t  i s i
A c tu a l  O u t la y ,  A ccum ulated  a t  4 p e r c e n t  $1 3 , 568 .^1  
L e s s ,  S a v in g s  A ccount B a lance  1 3 ,2 0 7 .0 0
I n t e r e s t  A d ju s te d  C ost  $ 361 .41
APPENDIX V
LIST OF LIFE INSURANCE COMPANIES INTERVIEWED
M utual Companies w i th  A g en ts
M e t r o p o l i t a n  L i f e  -  A1 Brown
New York L i f e  -  W il l ia m  0 ’Grady-
M utual o f  Omaha -  L o m e  F e rg u so n
N o r th w e s te rn  M utual L i f e  -  R ic h a rd  Hepp and
W ill ia m  Louden
P r u d e n t i a l  L i f e  -  E a r l  R y nerson
S to c k  Companies w i th  A gen ts
A m erican  W este rn  -  C a r l  Heishman 
A l l  S t a t e  -  J im  Ja c k s o n  
O c c id e n ta l  L i f e  -  J a c k  T u rn e r  
S t a t e  Farm -  James M. M i l l e r  
T r a v e l e r s  -  Max Schum acher
O th e r  I n t e r v i e w s
S o c i a l  S e c u r i t y  R e c e p t i o n i s t  -  Grayce K e l l e r
D. A. D av id so n  S to c k  B ro k e r  -  C h a r le s  C. A b e rn a th y ,  J r .
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APPENDIX VI
$5 0 , 0 0 0  ESTATE FROM TERM INSURANCE PLUS SAVINGS AT FOUR PERCENT NET 
(A nnual o u t l a y  o f  $6 2 3 . 5 0  s t a r t i n g  a t  age 25)
8■D
C/)
C/)
TOTAL ESTATE
Face Amount Of(O'3"
i Age
F iv e -Y e a r  Renewable 
Term I n s u r a n c e
Annual
Premium
Annual
S a v in g Year One Year F ive
3
CD
2 5 - 2 9 $ 5 0 , 0 0 0 $ 1 9 5 .0 0 $4 2 8 . 5 0 $ 5 0 ,4 2 9 $ 5 2 ,4 1 4
"nc3. 3 0 - 3 4 4 8 ,0 0 0 1 8 4 .6 4 4 3 8 . 8 6 5 0 ,8 5 3 5 3 ,4 1 03"
CD 35-39 4 5 , 0 0 0 2 1 3 . 0 5 4 1 0 . 4 5 5 0 ,820 5 3 ,8 9 6
CD■D 4 0 -4 4 4 1 ,0 0 0 2 5 4 .1 1 3 6 9 .3 9 5 0 ,2 6 5 5 3 , 9 0 7
0Q.C -sj 4 5 - 4 9 3 7 ,000 3 2 4 . 8 8 2 9 8 . 6 2 5 0 , 2 0 5 5 4 , 3 9 0
03 5 0 - 5 4 33 ,00 0 4 1 4 .6 8 2 0 8 .8 2 5 0 , 5 9 8 5 5 ,3 3 9
■D
0 55-59 2 8 ,000 5 1 9 .8 0 1 0 3 .7 0 5 0 , 4 4 3 5 5 ,7 7 13"
CT
1—H
6 0 —64 2 3 ,0 0 0 7 0 8 . 6 2 ( 8 5 . 1 2 )* 5 0 ,6 8 6 5 6 , 3 0 8
CDQ.
§ 
1—H3"
65 — — — 3 3 , 3 0 8  ( a l l  s a v in g s )
0
■D SOURCE 1 The E d i t o r s  o f  Consumers R e p o r t , L i f e  I n s u r a n c e ,  u .  7 6 .
♦Premium f o r  te rm  in s u r a n c e  d u r in g  t h i s  f i v e  y e a r s  e x c e e d s  th e  $6 2 3 , 5 0  a n n u a l  o u t l a y  
c o n te m p la te d .  The d e f i c i t  o f  $85*12 p e r  y e a r  i s  c o v e re d  w i th  i n t e r e s t  e a r n e d  by th e  
s e p a r a t e  s a v i n g s  a c c o u n t .
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APPENDIX V II
$ 5 0 , 0 0 0  ESTATE FROM TERM INSURANCE PLUS SIX PERCENT INVESTMENT 
(A nnua l o u t l a y  o f  $6 2 3 , 5 0  s t a r t i n g  a t  age 2 5 )
8■D
( O '
3.3"
CD
CD■D
O
Q .C
aO3
"O
o
CD
Q .
■D
CD
(/)(/)
Face Amount Of 
F iv e -Y e a r  Renewable 
Age Term I n s u r a n c e
A nnual
Premium
Annual 
I n v e s tm e n t  
I n  S e c u r i t i e s
TOTAL ESTATE 
( I n s u r a n c e  p l u s  in v e s tm e n t s )
Year One Year F ive
2 5 - 2 9 $5 0 , 0 0 0 $ 1 9 5 . 0 0 $ 4 2 8 .5 0 $5 0 ,4 2 9 $5 2 , 5 6 0
3 0 - 3 4 4 7 , 0 0 0 18 1 .21 4 4 2 .2 9 5 0 , 0 0 3 5 3 , 0 6 8
35-39 4 4 ,0 0 0 2 0 8 .7 6 4 1 4 .7 4 5 0 ,4 8 3 5 4 , 5 9 8
^  4 0 -4 4 4 0 ,0 0 0 2 4 8 .4 0 3 7 5 .1 0 5 0 , 9 7 3 56 ,421
4 5 - 4 9 3 4 , 0 0 0 3 0 0 .1 6 3 2 3 . 3 4 5 0 , 7 4 4 5 7 , 9 0 3
5 0 - 5 4 2 6 , 0 0 0 3 3 0 .9 6 2 9 2 . 5 4 5 0 , 1 9 5 5 9 , 7 3 0
55-59 1 6 ,0 0 0 3 0 5 .6 0 3 1 7 .9 0 5 0 ,0 4 8 6 3 , 0 3 0
60 3 ,0 0 0 1 0 9 . 8 2 5 1 3 . 6 8 5 0 . 5 4 4 5 3 , 3 9 6
6 1 -6 4 — —— 6 2 3 . 5 0 54 ,081 6 6 , 5 1 6
65 — —— — — — 6 6 , 5 1 6  ( a l l i n v e s tm e n t s )
SOURCE* The E d i t o r s  o f  Consumers R e p o r t , L i f e  I n s u r a n c e , p .  77 .
APPENDIX V I I I
AVERAGE OF ALL 49 FUNDS
L I V I N G
E S T A T E
D E A T H
E S T A T E
"Buying
Term
and
Invcfting
the
Difference"
Buying
Whole
Ufe
"Buying
Term
and
Invetling
the
Difference"
Buying
W W e
Ufe
TOTAt ACE TOTAL
VALUE ■ VALUE , OECBEASING TOTAL
O f CASH 'W O f 4 TEIM =  DEATH fACE
SHAIES VALUE T SHAOfS INSUOANCE ESTATE VALUE
* 1,354 f  0 41 $  1 ,» 4 $100400 $101,354 $75400
3 ,5 » 2 » 42 X 5 » 95400 9 X 5 » 75400
4,3M 1475 43 4,300 90400 94,300 75,000
5,500 3400 44 5,500 05,000 90,500 75400
0,059 4 ,4 » 45 0,059 00400 0X059 75400
9,101 5 ,9 » 40 9,101 75400 04,101 75400
U » 3 7 4 » 47 1X793 70400 0X793 75400
10,317 0 ,9 » 40 10,217 05400 01,217 75400
19 ,» 2 10 ,4 » 49 19,M2 00400 79.391 75,000
» ,5 4 7 1 1 ,9 » 50 » ,5 4 7 55,000 75,547 75,000
31,509 13,500 51 31,509 50400 01,509 75400
» ,0 7 2 15,000 52 » 4 7 2 4 0 .» 0 05,322 75,000
43,074 10,575 53 43,074 4X500 0X374 75,000
40,151 10,150 54 40,151 30,750 7X901 75,000
57,925 1 9 ,7 » 55 5 7 ,9 » 35,000 9 X 9 » 75,000
05,000 21,300 50 05400 31,250 9X250 75,000
00420 2X950 57 00420 20,750 97470 75,000
0 7 ,3 » 2 4 ,5 » 50 0 7 ,3 » 20,250 113479 7X000
70,192 20,100 59 70,192 2X750 101,942 75,000
93,304 27,750 00 93,304 21,250 114434 75400
100,014 » ,2 5 0 01 100414 10,750 12X704 75,000
120,301 30,750 02 1 » ,3 0 t 17400 145401 75,000
122,507 3X175 03 12X507 10,250 130417 75,000
150,450 3X075 04 150,450 15400 17X450 75,000
100,955 35,175 05 100,955 14,400 195,355 75400
Whether you 
lived or died
you would have been better off 
"Buying Term and Investing the Difference"
SOURCE: D acey, M utual F u n d s# p .  2 3 8 .
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APPENDIX IX
$2 5 0 , 0 0 0  -1
$ 2 0 0 , 0 0 0  -
$ 1 8 0 ,9 5 5
'•Buying Term 
and i n v e s t i n g  
t h e  d i f f e r e n c e$ 1 5 0 , 0 0 0  -
$1 0 0 ,0 0 0
SOURCE I D acey , M utual 
F u n d s , p .  238
Buying Whole L i f e
Age
F i g .  1 . — L iv in g  E s t a t e
75
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7 6
$2 5 0 , 0 0 0  1
$2 0 0 ,0 0 0  -
$ 1 9 5 ,3 5 5
"B uying  Terra 
and  i n v e s t i n g  
th e  d i f f e r e n c e
$1 0 0 ,0 0 0
B uying Whole L i f e
SOURCE* D acey, M utual 
F unds , p .  238
Age
F ig .  2 . — D eath  E s t a t e
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APPENDIX X 
LOAD FUND COMPARED TO NO-LOAD FUND
Date
December
Load
31 Fund
No-Load
Fund
1949 $ 9 , 1 5 0 $ 1 0 , 0 0 0
1950 1 1 ,1 7 2 1 2 ,0 4 0
1951 1 2 , 7 1 3 1 4 ,1 4 9
1952 1 4 , 0 9 9 1 4 ,1 4 9
1953 14 ,10 6 1 5 , 8 2 8
1954 1 9 ,8 7 6 2 2 , 4 7 6
1955 2 3 , 2 5 5 2 6 , 6 3 4
1956 2 4 ,8 1 3 2 8 ,9 7 8
1957 2 2 ,3 8 1 2 6 , 8 6 3
1958 3 0 . 7 9 7 3 7 ,3 4 0
1959 3 4 , 1 5 4 4 2 , 6 0 5
i 960 3 5 , 2 7 4 4 4 ,2 2 4
1961 4 4 , 3 7 6 5 5 , 0 5 8
1962 3 9 ,0 5 1 4 7 , 5 1 5
1963 4 5 , 9 6 3 5 6 , 3 0 3
1964 5 2 , 0 3 0 6 3 , 4 5 7
1965 6 3 , 0 0 8 7 7 ,4 1 7
1966 5 9 , 6 0 6 7 5 , 1 7 2
1967 8 0 , 7 0 6 1 0 0 ,7 3 1
1968 9 4 , 0 2 3 1 2 3 , 1 9 4
1969 8 0 ,3 9 0 1 0 7 , 1 7 9
1970 7 0 , 5 0 2 9 6 ,2 4 6
SOURCE 1 S y l v i a  P o r t e r .  G re a t  F a l l s  T r ib u n e , J u l y  7 ,  1971
p .  17 .
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APPENDIX XI 
PERSONAL NOTE
I t  h a s  b een  found t h a t  th e  p u b l i c  i s  unaw are o f  th e  
p u rp o s e s  and ways l i f e  i n s u r a n c e  may be u s e d .  I t  i s  t r u e  
t h a t  l i f e  i n s u r a n c e  i s  u n i v e r s a l l y  known a s  a  n e c e s s i t y ,  
m en tio n ed  t o  u s  by o u r  p a r e n t s  o r  f r i e n d s ,  b u t  th e  c o n c e p t  
o f  i t  sh o u ld  be more e x p o se d .  Because o f  t h i s  l a c k  o f  f a ­
m i l i a r i t y  w i th  l i f e  i n s u r a n c e ,  i t  i s  u s u a l l y  s o l d  and  n o t  
v o l u n t a r i l y  b o u g h t .
T h is  may sound o b v io u s ,  b u t  i t  i s  w o r th  m e n t io n in g ;  
p e o p le  s h o u ld  n o t  buy l i f e  in s u r a n c e  u n t i l  th e y  r e a l l y  need  
i t .  A f t e r  much r e s e a r c h  i n t o  th e  s u b j e c t  o f  l i f e  i n s u r a n c e  
and r e a l i z i n g  t h a t  th e  p u rp o se  o f  l i f e  in s u r a n c e  i s  t o  a t  
l e a s t  p a r t i a l l y  re d u c e  th e  f i n a n c i a l  b u rd e n  o f  d e a t h  f o r  
o n e ' s  d e p e n d e n ts ,  I  r e l i n q u i s h e d  my p o l i c y .  I t  i s  my 
r e a s o n i n g  t h a t  a s  lo n g  a s  I  am s i n g l e ,  w i th  no d e p e n d e n ts ,
I  sh o u ld  n o t  need  much l i f e  i n s u r a n c e .  I  do have a  $ 1 5 ,0 0 0  
te rm  p o l i c y  w i th  th e  Governm ent b e ca u se  th e  premiums a r e  so  
e x t r a o r d i n a r i l y  low . The a rg u m en t u se d  by l i f e  i n s u r a n c e  
a g e n t s  t o  buy a  p o l i c y  w h i le  one i s  young b e ca u se  i t  i s  
c h e a p e r  i s  n o t  t r u e  a t  a l l .  I t  i s  n o t  c h e a p e r ,  th e  paym en ts  
a r e  j u s t  s p r e a d  o u t  o v e r  a  l o n g e r  p e r i o d .  The one r e a l
7 8
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a d v a n ta g e  o f  b u y in g  l i f e  i n s u r a n c e  w h i le  young and  w i th o u t  
d e p e n d e n ts  w ould be t h a t  one d o e s  n o t  r u n  th e  r i s k  o f  becom­
in g  u n i n s u r a b le  l a t e r  on i n  l i f e .
The f i r s t  t im e  many p e o p le  s e r i o u s l y  come i n  c o n t a c t  
w i t h  l i f e  in s u r a n c e  i s  when c a l l e d  by an  a g e n t  o r  v i s i t e d  a t  
h i s  home. A s i n g l e  p e r s o n  may be in d u c e d  t o  buy a  p o l i c y  he 
may n o t  ev en  n e e d ,  o r  a  m a r r ie d  i n d i v i d u a l  ( w i th  o r  w i th o u t  
c h i l d r e n ) ,  may be p e r s u a d e d  t o  buy a  p o l i c y  t h a t  i s  e i t h e r  
in a d e q u a te  o r  u n s u i t e d  t o  h i s  n e e d s .  I t  i s  th e  recommenda­
t i o n  o f  t h i s  s tu d y  t h a t  more s c h o o l s — b o th  h ig h  s c h o o l s  and 
c o l l e g e s  o f f e r  a  c o u rs e  i n  l i f e  i n s u r a n c e  and e s t a t e  p l a n ­
n i n g .  I f  t h i s  i s  a c c o m p l i s h e d ,  i t  would be a  b ig  s t e p  to w ard  
a  b e t t e r  u n d e r s t a n d in g  o f  th e  e s o t e r i c  s u b j e c t  o f  l i f e  i n s u r ­
ance  .
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
SOURCES CONSULTED
BOOKS
D acey , Norman F . W h a t 's  Wrong W ith Your L i f e  I n s u r a n c e .
LondonI C o l l i e r -M a c M i l la n ,  L t d . ,  1 9 6 3 .
D acey , Norman F . Dacev On M utual F u n d s . New York; Crown 
P u b l i s h e r s ,  I n c . ,  I 9 7 O.
E d i t o r s  o f  Consumer R e p o r t s .  The Consumers Union R e p o r t  on 
L i f e  I n s u r a n c e . Mount V ernon , New York; Consum ers 
U nion  o f  U .S . ,  I n c . ,  1972 .
Hammond, J .  D . , and W il l ia m s ,  A r th u r  L. E s s e n t i a l s  o f  L i f e
I n s u r a n c e . I l l i n o i s ;  S c o t t ,  Foreman and Company, 19^8 .
I n s t i t u t e  o f  L i f e  I n s u r a n c e .  1971 L i f e  I n s u ra n c e  F a c t  Book. 
New York; I n s t i t u t e  o f  L i f e  I n s u r a n c e ,  I 9 7 1 .
J o s e p h s o n ,  H a ls e y  D. The T i r e d  T i r a d e . New York; F a rn s w o r th  
P u b l i s h i n g  Company, I n c . ,  1 9 6 9 .
K e l s e y ,  R. W i l f r e d  and D a n i e l s ,  A r th u r  C. Handbook o f  L i f e
I n s u r a n c e . New York; I n s t i t u t e  o f  L i f e  I n s u r a n c e ,  I 9 7 1 .
R e y n o ld s ,  G. S c o t t .  The M o r t a l i t y  M e rc h a n ts . New York;
D av id  McKay Company, I n c . ,  I 9 6 8 .
W eston , J .  F red  and B righam , Eugene F. M a n a g e r ia l  F i n a n c e .
3 rd  e d .  New York; H o l t ,  R i n e h a r t ,  and W in s to n ,  I 9 6 9 .
PERIODICALS
B a i r d ,  H a ro ld  W. "The T r u th ,  The Whole T r u th ,  and  N o th in g  But 
The T r u t h . "  F i e l d  News, ( A p r i l ,  1 9 7 2 ) ,  S e c t i o n  Two.
S y l v i a  P o r t e r .  G re a t  F a l l s  T r ib u n e , J u l y  7 ,  I 9 7 I .
INTERVIEWS
A b e rn a th y ,  C h a r le s  C . , J r .  P e r s o n a l  i n t e r v i e w  w i t h  a  D. A. 
D a v id so n  & Company s t o c k b r o k e r .  G r e a t  F a l l s ,  M ontana, 
J u n e ,  1 9 7 2 .
80
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
8 1
Brown, A l .  P e r s o n a l  i n t e r v i e w  w i th  M e t r o p o l i t a n ’ s L i f e
I n s u r a n c e  D i s t r i c t  M anager, G re a t  F a l l s ,  M ontana, May,
197 2.
F e rg u s o n ,  L o m e .  P e r s o n a l  i n t e r v i e w  w i t h  a  M utual o f  Omaha 
a g e n t .  G r e a t  F a l l s ,  M ontana, May, 1972 .
H eishm an, C a r l  D. P e r s o n a l  i n t e r v i e w  w i th  an  A m erican  W este rn  
L i f e  I n s u r a n c e  a g e n t .  G re a t  F a l l s ,  M ontana, A p r i l ,  I 9 7 2 .
Hepp, R ic h a r d ,  and L ouden , W il l ia m .  P e r s o n a l  i n t e r v i e w  w i t h  
two N o r th w e s te rn  M utual L i f e  I n s u r a n c e  a g e n t s .  G re a t  
F a l l s ,  M ontana, J u n e ,  I 9 7 2 .
J a c k s o n ,  J im . P e r s o n a l  i n t e r v i e w  w i th  an  A l l s t a t e  L i f e  I n s u r ­
ance  a g e n t .  G r e a t  F a l l s ,  M ontana, May, 1972.
K e l l e r ,  G ra y ce .  P e r s o n a l  i n t e r v i e w  w i th  a  S o c i a l  S e c u r i t y  
r e c e p t i o n i s t .  G r e a t  F a l l s ,  M ontana, J u n e ,  1972 .
M i l l e r ,  Jam es M. P e r s o n a l  i n t e r v i e w  w i th  a  S t a t e  Farm L i f e  
I n s u r a n c e  a g e n t .  G r e a t  F a l l s ,  M ontana, May, 1972.
0*G rady , W il l ia m .  P e r s o n a l  i n t e r v i e w  w i th  a  New York L i f e  
I n s u r a n c e  a g e n t .  G re a t  F a l l s ,  M ontana, A p r i l ,  I 9 7 2 .
R y n e rso n ,  E a r l .  P e r s o n a l  i n t e r v i e w  w i th  a  P r u d e n t i a l  L i f e  
I n s u r a n c e  a g e n t .  G r e a t  F a l l s ,  M ontana, J u n e ,  1972.
S c h u lm a c h e r ,  Max. P e r s o n a l  i n t e r v i e w  w i th  T r a v e l e r s ’ L i f e  
I n s u r a n c e  d i s t r i c t  m anager. G re a t  F a l l s ,  M ontana, May,
1 9 7 2 .
T u r n e r ,  J a c k .  P e r s o n a l  i n t e r v i e w  w i th  an  O c c id e n ta l  L i f e  
I n s u r a n c e  a g e n t .  G r e a t  F a l l s ,  M ontana, May, 1972 .
MISCELLANEOUS SOURCES
Econom ic E d u c a t i o n a l  B u l l e t i n .  L i f e  I n s u r a n c e  From The B u y e r’ s 
P o i n t  o f  View. M a s s a c h u s e t t s !  A m erican  I n s t i t u t e  F o r  
Economic R e s e a r c h ,  I 9 7 1 .
B a i r d ,  H a ro ld  W. A buses i n  t h e  R ep lacem en t o f  L i f e  I n s u r a n c e . 
N e b ra sk a  Law R ev iew , V o l .  XLVIII. N ebraska#  U n i v e r s i t y  
o f  N e b ra s k a ,  1 9 6 9 *
B a i r d ,  H a ro ld  W. P e r s o n a l  l e t t e r  from  th e  E x e c u t iv e  A s s i s t a n t  
f o r  N o r th w e s te r n  M utual L i f e  I n s u r a n c e  Company, M ilw aukee , 
June  2 7 , 1 9 7 2 .
T r a v e l e r s ’ I n s u r a n c e  Company. L i f e  I n s u r a n c e  M a rk e t in g . 
C o n n e c t i c u t :  T r a v e l e r ^  I n s u r a n c e  Company, 1972 .
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
